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HE  provisions  of  the  Federal  Reserve  Act,  relating  to  accept- 
ances, having  been  amended  since  the  distribution  of  our  booklet 
in  1916,  we  have  collected  and  present  herewith  the  latest  regu- 
lations of  the  Federal  Reserve  Board  on  this  subject,  together  with  the 
informal  rulings  of  the  Board  and  opinions  of  counsel. 

Undoubtedly  the  experience  of  American  bankers  and  busii^ss 
men  with  acceptances  during  the  short  time  our~BanTcs  haygjbeeh 
permitted  to  accepUtTme  dr^Rs  has  conclusively  proven  their  value, 
e^ecially  as  regards  our  foreign  tra^.  As  we  become  more  familiar 
uiTh  the  merits  of  acceptances,  they  will  be  more  generally  used  in 
financing  our  domestic  transactions. 

For  the  benefit  of  the  student  and  those  not  thoroughly  familiar 
with  acceptances,  the  following  elementary  treatise  should  be  helpful 
in  making  clear  the  various  methods,  practices  and  laws  and  regula- 
tions, covering  this  class  of  business  in  this  country. 

A Bill  of  Exchange  is  defined  by  the  Negotiable  Instruments  Law 
to  be  “an  unconditional  order  in  writing  addressed  by  one  person  to 
another,  signed  by  the  person  giving  it,  requiring  the  person  to  whom 
it  is  addressed  to  pay  on  demand  or  at  a fixed  or  determinable  future 
time  a sum  certain  in  money  to  order  or  to  bearer.” 

Perhaps  the  most  common  example  of  a bill  of  exchange  is  a 
check.  It  is  signed  by  the  drawer  and  directs  the  bank  on  which  it  js 
drawn  to  pay  a stated  sum  on  demand  to  the  holder  of  the  check  in 
due  course.  The  ordinary  sight  draft  is  another  familiar  example. 

An  Acceptance,  for  our  purposes,  may  be  delkied  as  a biU  of 
exchanee.  payable  at  a fixed  or  determinable~7iTfure  timeTlhFbbTiga- 
tion  to  paywhi^  has  been  acknowledged  m w'rTflng  oh  the  face  oTthe 
biirbv  the  person  to  whom  itTs  addressed.^ 

If, 'instead  of  draM^g  a drattpayable  “at  sight”  or  “on  demand,” 
it  should  be  drawn  to  read  “at  five  days’  sight,”  the  draft  would  be 
presented  to  the  person  on  whom  it  is  drawn  and  instead  of  paying  it 
then,  he  would  write  across  the  face  of  the  draft  the  word  “accepted” 
together  with  the  date  and  sign  it.  You  would  then  have  his  accept- 
\ lance.  On  the  date  when  due  it  would  again  be  presented  for  payment. 
'Uf  not  paid  it  would  be  protested,  as  in  the  case  of  a promissory  note 
■hot  paid  at  maturity.  In^the  case  of  a promissory  note  you  have  only 
the  maker  to  look  to  for  payment,  unless  there  be  indorsers.  With  the 
acceptance  mentioned  above,  however,  you  first  look~to  the  acceptor 
for  payment,  then  to  the  indorsers,  if  any,  and  finally  to  the  drawer  of 
the  draTtTVhq  is  obligated  until  the  drafOi  p^d . 1 twiTT  be  seen  there- 
fore  that,  from  the  standpoint  of  the  investor,  an  acceptance  has 
decided  advantages  over  the  single  name  promissory  note  which  is  the 
usual  form  of  the  ordinary  commercial  paper.  Acceptances^  are  fre- 
quently referred  to  as  bills  and  in  this  treatise  the  terms  “bills”  and 
“acceptances”  are  synonymous. 
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While  accepta^^re  purchased  in  large  amounts  in  many  of 
th  i EuropeaiT  countries  and  pass  freely Trom  liand  to  hand  in  the 
se  tle^ment  of  obligations,  much  like  checks  are  used  here,  they  are 
comparatively  unfamiliar  in  this  country.  This  is  largely  due  to  the 
fa  :t  that  prior  to  the  passage  of  the  Federal  Reserve  Act  out  nat.iQPS^l 
be  nks  \ver^^<~  pprmittacLtQ  acceipt  drafts  drawn  on  them  and  p^'able 

at  a future  date.^  . , , ^ 

"“All  Nationa^l  banks  must  be  members  of  the  Federal  Reserve 

S'"  stem  and  State  banks  and  Trust  companies  are  permitted  to  join 
ui  .on  complying  with  certain  regulations.  Not  many  State  banks  or 
T ust  companies  have  availed  themselves  of  this  privilege,  however. 

, T le  term  “member  banks”  includes  such  banks  as  have  fully  complied 
th  the  provisions  of  the  Federal  Reserve  Act. 

The  Federal  Reserve  Act  provides  that  member  banks  may  accept 
afts,  having  not  more  than  six  months’  sight  to  run, 

(1)  Which  grow  out  of  transactions  involving  the  importation  or 

e:  portation  of  goods;  ^ j 

1 (2)  Which  grow  out  of  transactions  involving  the  domestic 

■ si  ipment  of  goods,  providing  shipping  documents  conveying  or  secur- 
i ir  g title  to  the  goods  are  attached  at  the  time  of  acceptance; 

‘ (3)  Which  are  secured  at  the  time  of  acceptance  by  a warehouse 

nceipt  or  other  such  document  conveying  or  .securing  title  covering 
n adily  marketable  staples. 

A member  bank  is  permitted  to  accept  bills  of  the  above  classes 
t<  .taling  50%  of  its  capital  and  surplus,  or,  with  the  permission  of  the 
Federal  Reserve  Board,  as  outlined  in  Regulation  “C,”  Series  of  1917, 
u p to  100%  of  its  capital  and  surplus.  In  no  event,  however,  may  the 
a >^gregate  of  acceptances,  growing  out  of  domestic  transactions,  exceed 
5 ]%  of  the  capital  and  surplus  of  the  bank;  nor  may  a bank  acce^  for 
aiy  one  person,  firm,  corporation  or  company  in  excess  of  10%  of 
tie  capital  and  surplus  of  the  bank.  This  10%  limit  does  not  apply, 
h Dwever,  where  the  accepting  bank  is  secured  by  attached  documents 

0 - by  some  other  actual  security  growing  out  of  the  same  transaction 

a j the  acceptance.  , • i 

It  has  always  been  customary  to  finance  our  purchases  in  or  sales 
t ) foreign  countries  by  means  of  drafts  payable  at  various  times  after 
s ght.  Since  our  banks  could  not  accept  such  drafts  it  was  necessary 
t ) have  them  accepted  in  some  other  country,  usually  England,  and  the 
English  banks  had  to  be  paid  for  granting  this  facility.  The  South 
/ merican  merchant,  for  instance,  when  he  shipped  his  goods  to  the 
/.merican  merchant,  would  draw  a Sterling  draft  (a  draft  draivn  m 
r ounds  Sterling)  at,  say,  ninety  days’  sight  on  the  London  banker  who 
lad  issued  the  credit.  When  the  draft  was  about  to  mature  it  was 
r ecessary  for  the  American  merchant  to  go  into  the  foreign  exchange 
r larket  and  buy  Sterling  in  a sufficient  arnount  to  cover  the  draft,  and 
f irward  it  to  the  London  banker  who  had  issued  the  credit,  and  he  had 
t3  pay  toll  to  the  London  banker  for  this  too. 

Since  our  banks  have  been  accepting  bills,  however,  “dollar 
e xchange” — drafts  drawn  in  dollars — has  been  largely  used  in  financing 
t oth  our  purchases  in  and  sales  to  foreign  countries.  Foreign  bankers 

1 uy  dollar  exchange  freely,  and  there  is  a reliable  market  for  it  in 
most,  if  not  all,  of  the  principal  foreign  centers.  In  order  to  enable 
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foreign  bankers  to  always  be  able  to  supply  the  demand  for  dollar 
exchange,  and  also  to  enable  the  foreign  merchant  to  pay  his  obligations 
to  us  with  dollars,  the  Federal  Reserve  Act  also  provides  that  member 
banks  may  accept  drafts  drawn  on  them  for  the  purpose  of  furnishing 
dollar  exchange  by  banks  or  bankers  in  foreign  countries  where  the 
usages  of  trade  make  it  necessary.  Such  drafts  must  have  not  more 
than  three  months’  sight  to  run  and  may  be  accepted  by  alirembef 
bank  tiran-ammmt  not-exeeedm^  50%  of  its  capital  and  surplus. 

' The  New  York  State  Bank  Act  also  provides  that  Trust  Com- 
panies and  State  banks  may  accept  drafts  drawn  on  them.  The  only 
restriction  is  that  the  draft  must  have  not  more  than  one  year  to  run, 
nothing  being  said  as  to  the  amount  accepted  or  character  of  the 
transaction. 

The  Federal  Reserve  Act  provides  that  the  Reserve  Banks  may 
rediscount  any  drafts  accepted  by  member  banks  and  having  not  more 
than  three  months’  sight  to  run.  By  this  is  meant  that  a member  bank 
holding  acceptances  of  another  member  bank  could  indorse  them  and 
discount  them  at  its  Federal  Reserve  Bank  at*  the  same  rate  at  which 
it  could  rediscount  commercial  paper. 

But  the  Act  also  provides  that  the  Reserve  Banks  may  purchase 
such  acceptances,  in  the  open  market,  with  or  without  the  indorsement 
of  a member  bank. 

The  Federal  Reserve  Banks  may  also  rediscount  for  a member  bank 
or  purchase  in  the  open  market  drafts  of  the  above  classes  accepted 
by  a non-member  bank  or  trust  company  or  by  private  bankers. 

Before  such  non-member  bills  are  eligible  for  purchase,  however, 
the  acceptor  must  file  a satisfactory  financial  statement  with  the 
Federal  Reserve  Bank.  It  must  also  agree  in  writing  to  furnish  the 
Federal  Reserve  Board,  upon  request,  with  information  concerning 
the  transactions  underlying  its  acceptances.  The  evidence  that  a 
particular  acceptance  is  eligible  usually  consists  of  a stamp  across  the 

!face  of  the  bill.  In  the  case  of  foreign  transactions  this  stamp  usually 
reads  “This  acceptance  grows  out  of  a transaction  involving  the  impor- 
tation or  exportation  of  goods.” 

i Most  of  the  larger  New  York  private  bankers  and  Trust  Com- 
panies accepting  bills  have  complied  with  the  Federal  Reserve  require- 
ments by  filing  both  their  statement  and  agreement.  Some  houses, 
however,  have  filed  only  the  agreement,  and  their  acceptances,  there- 
fore, are  not  eligible  for  purchase  by  the  Reserve  Banks  unless  indorsed 
by  a member  bank. 

Non-member  and  private  bankers’  acceptances  will  only  be  pur- 
chased by  the  Reserve  Banks  up  to  a certain  amount  of  the  Reserve 
Banks’  capital. 

It  has  been  the  custom  of  the  New  York  Reserve  Bank  to  make 
a differential  in  rate  of  about  yi%  in  favor  of  bills  bearing  the  indorse- 
ment of  a member  bank. 

Since  the  foregoing  classes  of  bills  may  be  purchased  or  redis- 
counted by  the  Reserve  Banks,  they  are  referred  to  as  “Eligible.” 

As  stated  above.  New  York  State  Banks  and  Trust  Companies 
and  private  bankers  are  permitted  to  accept  drafts  drawn  on  them 
but  not  growing  out  of  the  importation,  exportation  or  domestic 
shipments  or  not  secured  by  readily  marketable  staples.  The  Federal 
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Ri  serve  Banks  are  not  permitted  to  purchase  or  rediscount  such  j 

acceptances,  which  are  called  “ineligible”  and  are  discounted  at  a j 

hi)  [her  rate.  j 

If  the  open  market  quotation  for  90  day  acceptances  of  the  larger 
national  banks  is  at  the  rate  of  2^%  per  annum,  the  eligible  accept- 
ar  ces  of  the  larger  Trust  Companies  and  private  bankers  will  be  about 
2^  i%,  while  ineligible  bills  will  be  quoted  at  a still  higher  rate. 

Below  are  copies  of  some  bills  we  have  on  hand  and  to  clearly 
ill  istrate  the  matter  we  will  follow  them  through  from  the  beginning 
ur  til  they  are  paid. 

Acceptances  Covering  Exports. 

Bill  of  Exchange  for  $3,749.60.  . 

New  York,  January  25,  1917. 

Ninety  days  after  sight  of  this  First  of  Exchange  (Second  unpaid)  f 

pjy  to  the  order  of  International  Banking  Corporation, 

T tree  Thousand  Seven  Hundred  Forty-nine  60/100  Dollars  United 
Si  ates  Currency  Value  received  and  charge  to  account  of  Letter  of 
C edit  I.  B.  C.  16/8721.  Two  automobiles  S/S  Kandahar  to  India. 

(Signed)  John  Jones  & Co.,  Inc., 

John  Jones,  President. 

To  The  National  City  Bank  of  New  York, 

New  York  City. 

Across  the  face  of  the  draft  is  stamped 

Accepted 
January  25,  1917 

The  National  City  Bank  of  New  York  j,  4 

New  York 

ar  d signed  by  one  of  the  Vice-Presidents  or  the  Cashier  of  the  Bank. 

The  draft  is  indorsed  on  the  back  by  the  International  Banking 
G >rporation. 

In  this  case  some  one  in  India  wanted  to  purchase  two  automo- 
bi  es  from  Jones,  who  was  unwilling  to  ship  them  without  first  receiving 
hi  5 money.  The  Indian  went  to  his  local  bank,  in  this  case  probably 
the  International  Banking  Corporation,  and  arranged  with  it  to  open 
a credit  with  The  National  City  Bank  against  which  Jones  could  draw 
at  90  days’  sight.  This  being  arranged,  The  National  City  Bank 
ac  vised  Jones  that  the  credit  had  been  established  and  he  shipped  his 
aitomobiles.  Since  the  draft  is  made  payable  to  the  International 
B.  inking  Corporation,  Jones  drew  his  draft  as  above  and  to  it  attached  1 

the  bill  of  lading  and  other  shipping  documents  and  sent  them  all  | 

to  the  International  Banking  Corporation.  The  I.  B.  C.  in  turn  # 

pi  ssented  all  documents  to  The  National  City  Bank  where,  everything 
being  in  order,  the  draft  was  accepted  and  returned  to  the  I.  B.  C., 
th?  documents  being  detached  and  forwarded  to  the  Indian  bank 
ar-anging  the  credit.  The  I.  B.  C.  discounted  the  draft  for  Jones, 
w lo  thereby  received  the  cash  for  his  automobiles.  The  I.  B.  C.  sold 
th  e bill  to  The  National  City  Company,  thus  getl  ing  their  money  back, 
ar  d The  National  City  Company  sold  it  to  an  institution  looking  for  a 
hi  jh  grade  short  term  investment. 

In  the  meantime,  the  automobiles  are  presumably  on  their  way  to 
Ir  dia,  where  they  will  probably  arrive  before  the  90  days  have  elapsed. 
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Shortly  before  the  90  days  are  up  the  Indian  merchant  places  his  bank 
in  funds  with  which  to  meet  the  bill  and  they  in  turn  transfer  it  to  The 
National  City  Bank.  At  maturity  the  holder  of  the  draft  presents  it  to 
The  National  City  Bank  and  receives  payment  for  the  full  face  amount. 

It  will  be  noticed  that  The  National  City  Bank  was  not  using  any 
of  its  funds  during  this  whole  transaction;  in  fact,  it  received  a com- 
mission for  extending  its  credit.  Jones  received  payment  for  his 
automobiles  as  soon  as  they  were  shipped.  The  International  Banking 
Corporation  got  its  money  back  when  it  sold  the  bill  to  The  National 
City  Company,  which  in  turn  was  reimbursed  when  the  bill  was  sold 
to  the  investor.  Also  the  Indian  will  probably  have  his  automobiles 
before  being  called  upon  to  pay  his  local  bank,  which  in  turn  will 
transfer  the  funds  received  from  him  to  The  National  City  Bank. 

Acceptance  Covering  Imports. 

Bahia,  the  5th  January,  1917,  For  $18,267.68. 

At  ninety  days’  sight  pay  this  First  of  Exchange  (second  and 
third  unpaid) 

to  the  order  of  The  British  Bank  of  South  America,  Limited,  Eighteen 
Thousand  two  hundred  and  sixty-seven  dollars  and  sixty-eight  cents, 
Value  of  same  Drawn  under  Letter  of  Credit  dated  28/11/16  against 
shipment  of  1,500  bags  cocoa  per  S.  S.  Raphael  to  New  York,  account 
of  H.  H.  Harris.  (Signed)  A.  B.  Smith. 

To  The  National  City  Bank  of  New  York, 

New  York. 

The  bill  is  accepted  just  as  in  the  first  example. 

The  following  indorsements  are  on  the  back  of  the  draft; 

The  British  Bank  of  South  America,  Ltd. 

The  Bank  of  New  York,  N.  B.  A.  Attorney 

F.  A.  Klingsmith, 

Assistant  Cashier. 

Indorsement  guaranteed 

The  Bank  of  New  York,  N.  B.  A., 

F.  A.  Klingsmith, 

Assistant  Cashier. 

In  this  case,  Harris  arranged  with  The  National  City  Bank  to 
permit  Smith  to  draw  on  it.  The  credit  being  arranged,  the  Bank 
notified  Smith  of  that  fact,  either  by  letter  or  cable,  depending  upon 
the  urgency  of  the  matter.  Smith,  upon  shipping  his  cocoa,  sold  his 
draft  to  the  British  Bank  of  South  America,  Ltd.,  at  the  prevailing 
rate  for  dollar  exchange  in  Bahia.  The  British  Bank  forwarded  the 
draft  and  documents  to  its  New  York  correspondent,  the  Bank  of 
New  York,  with  instructions  to  discount  it  in  the  open  market  after 
it  was  accepted.  When  accepted,  the  documents  were  detached  by 
The  National  City  Bank  and  the  acceptances  returned  to  the  Bank  of 
New  York,  who  sold  it  to  the  City  Company.  Harris’  credit  standing 
being  of  the  highest,  the  shipping  documents  covering  the  cocoa  were 
probably  turned  over  to  him,  thus  giving  him  90  days  in  which  to  sell 
the  cocoa  and  place  himself  in  funds  with  which  to  pay  the  bill  at 
maturity.  If  his  credit  is  not  good  enough,  the  Bank  may  retain  the 
docurnents  until  the  maturity  of  the  draft  or  release  them  only  upon 
deposit  of  approved  collateral. 
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Since  the  acceptor  is  primarily  liable  at  maturity,  the  investor 
hDlding  these  Sills  Has  an  obligation  of  The  National  City  Bank. 

T his  obligation  is  exactly  the  same  as  a Cashier’s  Check  of  that  Bank, 
e ccept  it  is  payable  at  a definite  date  in  the  future  instead  of  on  demand. 

I n addition  he  has  the  liability  of  the  indorsers  and  of  the  drawers  of 
tie  drafts.  The  purchaser  of  the  acceptance  does  not  secure  the 
s lipping  documents  or  any  title  to  the  goods  against  which  the  drafts 
a re  drawn. 

It  is  not  necessary,  however,  that  the  credit  be  opened  by  the 
p urchaser  of  the  goods.  The  seller  of  goods  to  a foreign  customer  may 
t e satisfied  to  await  payment  from  his  customer  or  the  purchaser  here 
r lay  have  to  pay  cash  for  his  goods  upon  arrival.  The  shipper  desires 
ti  arrange  for  funds  to  carry  him  until  he  receives  payment  and  the  » 

p urchaser  here  wants  funds  to  carry  him  until  his  goods  are  made  up 
a nd  marketed.  In  either  case  they  could  go  to  their  bank  and  arrange 
f )r  it  to  accept  drafts  drawn  upon  them,  such  drafts  growing  out  of  a 
fansaction  involving  the  importation  or  exportation  of  goods. 

While  the  growth  of  the  acceptance  business  from  the  standpoint 
cf  foreign  transactions  has  been  quite  satisfactory,  full  advantage  has 
t y no  means  been  taken  of  the  privilege  granted  banks  to  accept  in 
c omestic  transactions.  This  phase  of  banking  is  one  that  should  have 
t le  approval  of  all  bankers  and  business  men,  as  it  is  one  of  the  best 
r lethods  we  have  of  distributing  throughout  the  country  the  burden 
( f financing  our  domestic  business,  at  the  same  time  providing  an 
i mple  amount  of  the  highest  grade,  short  term  investments  for  banks, 

1 rhich  would  be  immediately  available  for  rediscount  with  the  Federal 
] Reserve  Banks.  ^ 

Acceptances  based  on  the  sale  of  goods,  such  as  those  mentioned 
£ bove,  are  what  are  termed  “ self-liquidating.”  That  is,  they  are  based 
( n the  sale  of  goods  which  in  turn  will  be  re-sold  to  the  consumer,  thus 
1 iroviding  the  funds  with  which  to  pay  the  acceptance  at  maturity. 

] ^very  banker  is  careful  to  see  that  the  paper  held  by  his  bank  is  self- 
1 quidating. 

Eligible  acceptances  constitute  perhaps  the  most  liquid  form  of 
iivestments  a bank  can  hold,  for  several  reasons; 

First:  They  are  usually  of  short  maturity,  the  majority  of  the 
bills  handled  in  this  market  maturing  in  90  days  or  less,  and,  being 
£ ccepted  by  high  class  institutions,  they  are  certain  to  be  paid. 

Second:  If  the  holder  wishes  to  dispose  of  them  before  maturity, 

1 he  Federal  Reserve  Banks  are  authorized  to  purchase  acceptances  in  the 
( pen  market.  A large  part  of  the  earning  assets  of  the  Federal  Reserve  ^ 

Banks  is  made  up  of  acceptances,  most  of  which  were  purchased  in 
1 he  open  market.  Inasmuch  as  the  Federal  Reserve  Banks  were  formed 
1 argely  for  the  purpose  of  enabling  the  member  banks  to  realize  on  their 
{ hort  term  commercial  obligations,  it  is  reasoniible  to  suppose  a mem- 
ber bank  will  always  find  its  Reserve  Bank  willing  to  purchase  its 
1 oldings  of  acceptances. 

However,  if  it  should  happen  that  the  Federal  Reserve  Banks  are 
not  in  the  market  to  purchase  acceptances,  there  is  an  active  open 
] riarket,  especially  in  New  York.  It  is  frequently  the  case  that  accept- 
: nces  can  be  sold  in  the  open  market  at  a better  rate  than  to  the  Reserve 
I ] lanks.  During  the  present  unsettled  state  of  affairs  it  has  always  been 
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possible  to  get  a quotation  in  the  open  market.  This  open  market 
feature  does  not  apply  to  a bank’s  holdings  of  commercial  paper  or  time 
loans.  The  only  means  of  realizing  on  such  items  is  to  rediscount 
with  the  Reserve  Banks  when  the  items  are  within  90  days  or  less  of 
maturity.  Where  a time  loan  is  secured  by  stocks  or  bonds  other  than 
United  States  Government  bonds  a bank  must  hold  it  until  maturity, 
as  the  Reserve  Banks  are  not  permitted  to  rediscount  such  loans. 

Bearing  in  mind  the  short  time  acceptances  usually  have  to  run, 
the  certainty  of  payment  at  maturity,  the  purchasing  power  of  the 
Federal  Reserve  Banks  and  the  open  market  feature,  it  is  easy  to 
realize  that  eligible  acceptances  constitute  absolutely  the  best  second- 
ary reserve  a bank  can  have.  No  other  investments  of  a bank  are 
nearly  so  liquid  as  acceptances. 

There  is  probably  no  investment  in  the  market  so  desirable  for 
institutions  having  funds  which  must  be  paid  out  on  a certain  date, 
or  for  vacation  club  and  Christmas  club  deposits.  It  would  very  likely 
be  possible  for  an  institution  to  secure  acceptances  maturing  just  before 
they  know  the  funds  will  be  paid  out. 

Acceptances  also  provide  an  excellent  investment  for  the  funds  of 
a company  being  accumulated  for  the  purpose  of  paying  a dividend. 

Acceptances  are  sold  on  a discount  basis.  A quotation  of  3% 
means  that  the  face  amount  of  acceptances  is  discounted  at  the  rate 
of  3%  per  annum  for  the  number  of  days  the  bill  has  to  run.  For 
instance,  the  purchaser  of  $100,000  ninety  day  acceptances  at  3% 
would  pay  $99,250.  When  the  acceptances  matured  he  would  receive 
$100,000. 


The  National  City  Company  deals  in  prime  bank  and  bankers’ 
acceptances.  Through  its  numerous  offices  and  representatives  it  is 
well  equipped  to  meet  the  requirements  of  banks  and  others  desiring 
a high  grade,  short  term  investment  of  this  character.  They  will, 
on  request,  be  glad  to  send  a list  of  the  acceptances  they  have  for  sale, 
or  to  quote  rates  to  those  having  prime  acceptances  they  wish  to  dis- 
pose of. 


The  National  City  Bank  of  New  York  is  desirous  of  developing 
the  use  of  acceptances  and  offers  its  exceptional  facilities  to  those 
interested  in  establishing  or  extending  this  class  of  business. 

ILLUSTR.ATIONS. 

The  specimen  bills  shown  in  the  accompanying  illustrations  are  from  forms 
actually  used.  

ITis  not  necessary  that  the  bill  follow  exactly  the  language  of  these  forms. 

On  the  bill  drawn  in  a foreign  country  the  nature  of  the  merchandise  and  very 
often  the  steamer  name  and  the  markings  are  included  in  the  description  of  the  articles 
against  which  the  bill  is  drawm;  the  only  purpose  of  this  is  to  make  it  easy  for  the 
accepting  bank  to  place  the  draft  against  the  proper  credit.  The  name  of  the  firm, 
‘‘Blank,  I^e  and  Jones”  usually  represents  the  original  purchaser  or  discounter  of 
the  bill.  This  purchaser  is  almost  invariably  either  a~bank  or  a discounting  house. 

On  the  bill  drawn  locally  the  maker  signs  the  bill  and  draws  it  under  a credit 
which  John  Doe  and  John  Smith  Co.  have  arranged  with  the  bank.  The  maker  has 
this  accepted  and  either  sells  or  discounts  it  and  thereby  receives  payment  for  the 
‘‘Dye  Stuffs”  sold  to  John  Doe  and  John  Smith  Co.  At  maturity  the  bank  will  look 
to  Tohn  Doe  and  John  Smith  Co.  direct  or,  if  the  credit  is  a guaranteed  one,  to  the 
guarantors,  for  settlement. 
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Regulations  on  Acceptances 

Rediscounts  Under  Section  13. 

Regulation  A,  Series  of  1917.  June  22,  1917. 

A — NOTES,  DRAFTS,  AND  BILLS  OF  EXCHANGE. 

1.  General  Statutory  Provisions. 

Any  Federal  Reserve  Bank  may  discount  for  any  of  its  member 

* banks  any  note,  draft,  or  bill  of  exchange  provided — 

(a)  It  has  a maturity  at  the  time  of  discount  of  not  more  than  90 
days,  exclusive  of  days  of  grace:  but  it  drawn  or  issiieri  tnr  ap-Hrnltnral 
purposes  or  based  oajive  stock,  it  ma^have  a maturity  at  the  time  of 
discount  of  not  nibre  than  six  months,  exclusive  of  days  of  grace. 

(b)  It  arose  out  of  actual  commercial  transactions:  that  is,  it  must 
be  a note,  draft,  or  bill  of  exchange  which  has  been  issued  or  drawn 
for  agricultural,  industrial,  or  commercial  purposes,  or  the  proceeds 
of  which  have  been  used  or  are  to  be  used  for  such  purposes. 

(c)  It  was  not  issued  for  carrying  or  trading  in  stocks,  bonds,  or 
other  investment  securities,  except  bonds  and  notes  of  the  Government 
of  the  United  States. 

_ (d)  The  aggregate  of  notes,  drafts,  and  bills  bearing  the  signature 
or  indorsement  of  any  one  borrower,  whether  a person,  company, 

• firm,  or  corporation  rediscounted  for  any  one 'member  bank  shall  at 
no  time  exceed  10  per  cent,  of  the  unimpaired  capital  and  surplus  of 
such  bank;  but  this  restriction  shall  not  apply  to  the  discount  of  bills 
of  exchange  drawn  in  good  faith  against  actually  existing  values. 

(e)  It  is  indorsed  bv  a member  bank. 

(f)  It  conforms  to  all  applicable  provisions  of  this  regulation. 

II.  General  Character  of  Notes,  Drafts,  and  Bills  of  Exchange  Eligible. 

The  Federal  Reserve  Board,  exercising  its  statutory  right  to 
define  the  character  of  a note,  draft,  or  bill  of  exchange  eligible  for 
rediscount  at  a Federal  Reserve  Bank,  has  determined  that — 

(a)  It  must  be  a note,  draft,  or  bill  of  exchange  the  proceeds  of 
which  have  been  used  or  are  to  be  used  in  producing,  .purchasing, 
carrying,  or  marketing  ^ods'  in  one  or  more  of  the  steps  of  the  process 

^ oi  production,  manufacture,  or~Histribution7 

(b)  It  must^ot  be  aTnote,  draft,  or  bill  of  exchange  the  proceeds 
of  which  have  been  used  or  are  to  be  used  for  permanent  or  fixed 
investments  of  any  kind,  such  as  land,  buildings,  or  machinery. 

(c)  It  must  not  be  a note,  draft,  or  bill  of  exchange  the  proceeds 
of  which  have  been  used  or  are  to  be  used  for  investments  of  a purely 
speculative  character. 

(d)  It  may  be  secured  by  the  pledge  of  goods  or  collateral,  pro- 
vided it  is  otherwise  eligible. 

‘ When  used  in  this  regulation  the  word  "goods"  shall  be  construed  to  include  goods 
wares,  merchandise,  or  agricultural  products,  including  live  stock. 
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III.  Applications  for  Rediscount. 

All  applications  for  the  rediscount  of  notes,  drafts,  or  bills  of 
e xchange  must  contain  a certificate  of  the  member  bank,  in  form  to  be 
[ rescribed  by  the  federal  Reserve  Bank,  that,  to  the  best  of  its 
i nowledge  and  b^ef,  such  notes,  draits,  or  bills  of  exchange  have  been 
i isued  tor  one  ormore  of  the  purposes  mentioned  in  ii  (a). 


IV.  Promissory  Notes. 

(a)  Definition.  A promissory  note,  within  the  meaning  of  this 

regulation,  is  defined  as  an  unconditional  promise, 
i 1 writing,  signed  by  the  maker,  to  pay,  in  the  United  States,  at  a fixed 
cr  determinable  future  time,  a sum  certain  in  dollars  to  order  or  to 
t earer. 


{b)  Evidence  of  A Federal  Reserve  Bank  must  be  satisfied  by 
eligibility  and  re-  reference  to  the  note  or  otherwise  that  it  is  eligi- 
quirement  of  state-  ble  for  rediscount.  Compliance  of  a note  with 
tients.  II  (b)  may  be  evidenced  by  a statement  of  the 

borrower  showing  a reasonable  excess  of  quick 
i ssets  over  current  liabilities.  The  member  bank  shall  certify  in  its 
i pplication  whether  the  note  offered  for  rediscount  has  been  discounted 
1 Dr  a depositor  or  another  member  bank  or  whether  it  has  been  pur- 
( based  from  a nondepositor.  It  must  also  certify  whether,  a financial 
5 tatement  of  the  borrower  is  on  file. 

Such  financial  statements  must  be  on  file  with  respect  to  all  notes 
< iffered  for  rediscount  which  have  been  purchased  from  sources  other 
1 han  a depositor  or  a member  bank.  With  respect  to  any  other  note 
(pffered  for  rediscount,  if  no  statement  is  on  file,  a Federal  Reserve 
Tank  shall  use  its  discretion  in  taking  the  steps  necessary  to  satisfy 
itself  as  to  eligibility.  It  is  authorized  to  waive  the  requirement  of  a 
! tatement  with  respect  to  any  note  discounted  by  a member  bank  for  a 
( lepositor  or  another  member  bank — 

(1)  If  it  is  secured  by  a warehouse,  terminal,  or  other  similar 
1 eceipt  covering  goods  in  storage ; 

(2)  If  the  aggregate  of  obligations  of  the  borrower  rediscounted 
• ind  offered  for  rediscount  at  the  Federal  Reserve  Bank  is  less  than  a 
I um  equal  to  10  per  cent,  of  the  paid-in  capital  of  the  member  bank  and 
iloes  not  exceed  S5,000. 

V.  Drafts,  Bills  of  Exchange,  and  T rade  A cceptances . * 

(a)  Definition.  A draft  or  bill  of  exchange,  within  the  meaning 

1.  Draft  or  bill  of  of  this  regulation,  is  defined  as  an  unconditional 

, -xchange.  order  in  writing,  addressed  by  one  person  to 

2.  Trade  acceptance,  another,  other  than  a banker  as  defined  under 

B (b),  signed  by  the  person  giving  it,  requiring 
he  person  to  whom  it  is  addressed,  to  pay,  in  the  United  States,  at 
i fixed  or  determinable  future  time,  a sum  certain  in  dollars  to  the  order 
)f  a specified  person;  and  a trade  acceptance  is  defined  as  a draft  or. 
)ill  of  exchange  drawn  by  the  seller  on  the  purchaser  of  goods  sold  and 
iccepted^y  such  purcE^r. 


*See  pages  31-33  for  Informal  Rulings  and  Opinions  of  Counsel. 
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(b)  Evidence  of  A Federc.l  Reserve  Bank  shall  take  such  steps 
eligibility.  as  it  deem?  necessary  to  satisfy  itself  as  to  the 

eligibility  of  the  draft  or  bill  offered  for  redis- 
count, unless  it  presents  prima  facie  evidence  thereof  or  bears  a stamp 
or  certificate  affixed  by  the  acceptor  or  drawer  showing  that  it  is  a 
trade  acceptance. 


VI.  Six  Months'  Agricultural  Paper. 

(a)  Definition.  Six  months’agricultural  paper.within  the  mean- 

ing ^"thiiTegulation,  is  defined  as  a note,  draft, 
bill  of  exchange,  m trade  acceptance  drawn  or  issued  for  agricultural 
purposes,  or  basecTon  live  stock;  that  is',  a note,  draft,  bill  ot  exchange, 
or  trade~acceptance  the  proceeds  of  which  have  been  used,  or  are  to 
be  used,  for  agricultural  purposes,  including  the  breeding,  raising, 
fattening,  or  marketing  of  live  stock,  and  which  has  a maturity  at  the 
time  of  discount  of  not  more  than  six  months,  exclusive  of  days  of  grace. 

{b)  Eligibility.  To  be  eligible  for  rediscount  six  months’ 

agricultural  paper,  whether  a note,  draft,  bill  of 
exchange,  or  trade  acceptance,  must  comply  with  the  respective  sections 
of  this  regulation  which  would  apply  to  it  if  its  maturity  were  90  days 
or  less. 


VII.  Commodity  Paper. 

(а)  Definition.  Commodity  paper  within  the  meaning  of  this 

regulation  is  defined  as  a note,  draft,  bill  of 
exchange,  or  trade  acceptance  accompanied  and  secured  by  shipping 
documents  cTr  by  a warehouse,  terminal,  or_oUher  similar  receipt  cover- 
ing  approved  and  readily  Iharketable,  nonperishable  staples  properly 
insured. 

(б)  Eligibility.  To  be  eligible  for  rediscount  at  the  special 

rates,  authorized  to  be  established  for  commodity 
paper,  such  a note,  draft,  bill  of  exchange,  or  trade  acceptance  must 
also  comply  with  the  respective  sections  of  this  regulation  applicable 
to  it,  must  conform  to  the  requirements  of  the  Federal  Reserve  Bank 
relating  to  shipping  documents,  receipts,  insurance,  etc.,  and  must  be 
a note,  draft,  bill  of  exchange,  or  trade  acceptance  on  which  the  rate 
of  interest  or  discount — including  commission — charged  the  maker, 
does  not  exceed  6 per  cent  per  annum. 

(c)  Suspension  of  As  the  special  rate  on  commodity  paper 
commodity  rate.  is  intended  to  assist  actual  producers  during 

crop-moving  periods  and  is  not  designed  to 
benefit  speculators,  the  Board  reserves  the  right  to  suspend  the  special 
rates  herein  provided  whenever  it  is  apparent  that  the  movement  of 
crops,  which  this  rate  is  intended  to  facilitate,  has  been  practically 
completed. 
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B — bankers’  acceptances.* 

(а)  General  stat-  Any  Federal  Reserve  Bank  may  discount  for 
utory  provisions.  any  of  its  member  banks  bankers’  acceptances 

1.  For  discount:  which  have  a maturity  at  the  time  of  discount 

fol  Maturity,  (b)  of  not  niore  than  three  months'  sighTT^clusive 
Indorsement.  (c)  of  days  of  grace,  which  are  indorsed  by  at  least 
Transactions  in-  one  member  bank,  and  which  grow  out  of  trans- 
volved.  (d)  Security,  actions  involving  the  importation  or  exportation 

2.  Acquire  drafts  of  goods;  or,  which  grow  out  of  transactions 
or  bills  to  furnish  involving  the  domestic  shipment  of  goods,  pro- 
iollar  exchange.  vided  shipping  documents^  are  attached  at  the 

time  of  acceptance ; or,  which  are  secured  at  the 
time  of  acceptance  by  a warehouse  receipt**  or  other  such  document 
conveying  or  securing  title  covering  readily  marketable  staples.  Any 
Federal  Reserve  Bank  may  also  acquire  drafts  or  bills  of  exchange 
drawn  on  member  banks  by  banks  or  bankers^  in  foreign  countries  or 
dependencies  or  insular  possessions  of  the  United  States  for  the  pur- 
pose of  furnishing  dollar  exchange. 

(б)  Definition.  A banker’s  acceptance  within  the  meaning  of 

this  regulation  is  defined  as  a draft  or  bill  of 
exchange  of  which  the  acceptor  is  a bank  or  trust  company,  or  a firm, 
person,  company,  or  corporation  engaged  in  the  business  of  granting 
bankers’  acceptance  credits. 

(c)  Eligibility.  To  be  eligible  for  rediscount  the  bill  must  have 

1.  For  rediscount:  been  drawn  under  a credit  opened  for  the  purpose 

(a)  Drawn  under  of  conducting,  or  settling  accounts  resulting 
credit  opened.  (6)  from,  a transaction  or  transactions  involving  (1) 
Security.  the  shipment  of  goods  between  the  United  States 

2.  Acquire  drafts  and  any  foreign  country,  or  between  the  United 
or  bills:  (a)  Drawn  States  and  any  of  its  dependencies  or  insular 
to  furnish  dollar  ex-  possessions,  or  between  foreign  countries,  or 
change. \b) Accepted.  (2)  the  domestic  shipment  of  goods,  provided 
(c)  When  acquired,  shipping  documents  are  attached  at  the  time  of 

acceptance;  or  it  must  be  a bill  which  is  secured 
at  the  time  of  acceptance  by  a warehouse  receipt  or  other  such  docu- 
ment conveying  or  securing  title  covering  readily  marketable  staples. 
Any  Federal  Reserve  Bank  may  also  acquire  drafts  or  bills  drawn  by 
a bank  or  banker  in  a foreign  country  or  dependency  or  insular  posses- 
sion of  the  United  States  for  the  purpose  of  furnishing  dollar  exchange 
and  accepted  by  a member  bank  in  accordance  with  the  provisions  of 
Regulation  C,  page  eighteen.  Such  drafts  or  bills  may  be  acquired 
prior  to  acceptance  provided  they  have  the  indorsement  of  a member 
bank. 

{d)  Evidence  of  A Federal  Reserve  Bank  must  be  satisfied, 
eligibility.  Stamp  either  by  reference  to  the  acceptance  itself  or 
or  certificate.  otherwise,  that  it  is  eligible  for  rediscount. 

Satisfactory  evidence  of  eligibility  may  consist 
of  a stamp  or  certificate  affixed  by  the  acceptor  in  form  satisfactory  to 
the  Federal  Reserve  Bank. 

* See  pages  20-31  for  Informal  Rulings  and  Opinions  of  Counsel. 

**  See  page  23  "Acceptances  and  Security  Therefor." 
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Open-Market  Purchases  of  Bills  of  Exchange,  Trade  Accept- 
ance AND  Bankers’  Acceptances  Under  Section'  14.’^ 

Regulation  B,  Series  of  1917.  June  22,  1917. 

I.  General  Statutory  Provisions. 

Paper  eligible  for  Section  14  of  the  Federal  Reserve  Act  permits 
rediscount  with  or  Federal  Reserve  Banks  under  rules  and  regula- 
without  member  bank  tions  to  be  prescribed  by  the  Federal  Reserve 
indorsement.  Board  to  purchase  and  sell  in  the  open  market 

from  banks,  firms,  corporations,  or  individuals, 
bankers’  acceptances  and  bills  of  exchange  of  the  kinds  and  maturities 
made  eligible  by  the  Act  for  rediscount,  with  or  without  the  indorse- 
• ment  of  a member  bank. 

II.  General  Character  of  Bills  and  Acceptances  Eligible. 

The  Federal  Reserve  Board,  exercising  its  statutory  right  to 
regulate  the  purchase  of  bills  of  exchange  and  acceptances,  has  deter- 
mined that  a bill  of  exchange  or  acceptance,  to  be  eligible  for  purchase 
hy^Hpral  Rp^rvp  Ranks  iinder  section  14 — 

(a)  Investment  Must  not  have  been  issued  for  carrying  or 

securities.  trading  in  stocks,  bonds,  or  other  investment 

securities,  except  bonds  and  notes  of  the  Govern- 
ment of  the  United  States. 

(&)  Permanent  or  Must  not  be  a bill  the  proceeds  of  which  have 
speculative  invest-  been  used  or  are  to  be  used  for  permanent  or 
^ ments.  fixed  investments  of  any  kind,  such  as  land, 

buildings,  or  machinery,  or  for  investments  of  a 
merely  speculative  character. 

(c)  Accepted  by  Must  have  been  accepted  by  the  drawee  prior 
drawee  unless  se-  to  purchase  by  a Federal  Reserve  Bank  unless  it 
cured.  is  accompanied  and  secured  by  shipping  docu- 

ments or  by  a warehouse,  terminal,  or  other 
similar  receipt  conveying  security  title. 

id)  Security.  May  be  secured  by  the  pledge  of  goods'  or 

collateral,  provided  it  is  otherwise  eligible. 

In  addition  to  the  above  general  requirements,  each  bill  of  exchange 
and  trade  acceptance  purchased  under  the  terms  of  this  regulation 
must  also  conform  to  the  more  specific  requirements  set  forth  under  III, 
and  each  banker’s  acceptance  must  also  conform  to  the  more  specific 
requirements  set  forth  under  IV. 

< 

III.  Bills  of  Exchange  and  Trade  Acceptances. 

(a)  Definition.  A bill  of  exchange,  within  the  meaning  of  this 

1.  Bill  of  exchange,  regulation,  is  defined  as  an  unconditional  order 

2.  Trade  acceptance,  in  writing,  addressed  by  one  person  to  another, 

other  than  a banker  as  defined  under  IV  (a), 
signed  by  the  person  giving  it,  requiring  the  person  to  whom  it  is 
addressed,  to  pay,  in  the  United  States,  at  a fixed  or  determinable 

* See  pages  34-36  for  Informal  Rulings  and  Opinions  of  Counsel. 

* When  used  in  this  regulation  the  word  "goods”  shall  be  construed  to  include  goods, 
wares,  merchandise,  or  agricultural  products,  including  live  stock. 

15 


future  time,  a sum  certain  in  dollars  to  the  order  of  a specified  person; 

a trade  acceptance  is  defined  as  a bill  of  exchange  drawn  by  the 
seller" bh  the  purchaser  oTgoods  sold,  and  accepted  by  such  purchase. 

(6)  Eligibility.  To  be  eligible  for  purchase  the  bill  must  have 

1 .Commercial  trans-  arisen  out  of  an  actual  commercial  transaction, 
action.  domestic  or  forei^;  that  is,  it  must  be  a bill 

2.  Maturity.  which  has  been  issued  or  drawn  for  agricultural, 

industrial,  or  commercial  purposes  or  the  pfo^ 
ceeds  of  which  have  been  used  or  are  to  be  used  for  the  purpose  of 
I^oducing,  purchasing,  carrying  or  i^rketing"goods  in  one  or  more  of 
the  steps  of  the  process  6T  pro^ductlon,  manufacture,  or  distribution. 
It  must  have  a maturity  at  time  of  purchase  of  not  more  than  ninety 
days,  exclusive  of  days  of  grace. 

(c)  Evidence  of  A Federal  Reserve  Bank  shall  take  such  steps 

eligibility.  Stamp  as  it  deems  necessary  to  satisfy  itself  as  to  the 
or  certificate.  eligibility  of  the  bill  offered  for  purchase,  unless 

it  presents  prima  facie  evidence  thereof  or  bears 
a stamp  or  certificate  affixed  by  the  acceptor  or  drawer  showing  that  it 
is  a trade  acceptance. 

(d)  Statements.  Unless  indorsed  by  a member  bank,  a bill  is 

not  eligible  for  purchase  until  a satisfactory 
statement  has  been  furnished  of  the  financial  condition  of  one  or  more 
of  the  parties  thereto. 


IV.  Bankers'  Acceptances.* 


{a)  Definition.  A bankers’  acceptance,  within  the  meaning 

of  this  regulation,  is  a bill  of  exchange  of  which 
the  acceptor  is  a bank  or  trust  company,  or  a firm,  person,  company, 
or  corporation  engaged  in  the  business  of  granting  bankers’  acceptance 
credits. 


(6)  Eligibility.  To  be  eligible  for  purchase,  the  bill  which 

1.  Maturity.  must  have  a maturity  at  time  of  purchase  of 

2.  Drawn  under  not  more  than  three  months,  exclusive  of  days  of 

credit  opened.  grace,  must  have  been  drawn  under  a credit 

3.  Or  to  furnish  opened  for  the  purpose  of  conducting,  or  settling 
dollar  exchange.  accounts  resulting  from,  a transaction  or  trans- 
actions involving — 

(1)  The  shipment  of  goods  between  the  United  States  and  any 
foreign  country,  or  between  the  United  States  and  any  of  its  depend- 
encies or  insular  possessions,  or  between  foreign  countries,  or 

(2)  The  shipment  of  goods  within  the  United  States,  provided 
the  bill  at  the  time  of  its  acceptance  is  accompanied  by  shipping 
documents,  or 


(3)  The  storage  within  the  United  States  of  readily  marketable 
goods,  provided  the  acceptor  of  the  bill  is  secured  by  warehouse, 
terminal,  or  other  similar  receipt,  or 


*See  pages  34— 36  for  Informal  Rulings  and  Opinions  of  Counsel. 
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(4)  The  storage  within  the  United  States  of  goods  which  have 
been  actually  sold,  provided  the  acceptor  of  the  bill  is  secured  by  the 
pledge  of  such  goods;  or  it  must  be  a bill  drawn  by  a bank  or  banker 
in  a foreign  country  or  dependency  or  insular  possession  of  the  United 
States  for  the  purpose  of  furnishing  dollar  exchange.  In  this  latter 
case  the  bank  or  banker  drawing  the  bill  must  be  in  a country,  depend- 
ency, or  possession  whose  usages  of  trade  have  been  determined  by 
the  Federal  Reserve  Board  to  require  the  drawing  of  bills  of  this 
character. 

(c)  Evidence  of  A Federal  Reserve  Bank  must  be  satisfied 
eligibility.  Stamp  or  either  by  reference  to  the  acceptance  itself,  or 
certificate.  otherwise,  that  it  is  eligible  for  purchase. 

Satisfactory  evidence  of  eligibility  may  consist 
of  a stamp  or  certificate  affixed  by  the  acceptor,  in  form  satisfactory 
to  the  Federal  Reserve  Bank.  No  evidence  of  eligibility  is  required 
with  respect  to  a bill  accepted  by  a national  bank. 

{d)  Statements.  Bankers’  acceptances,  other  than  those  ac- 

1.  Financial  cep  ted  or  indorsed  by  member  banks,  shall  be 

statement  and  eligible  for  purchase  only  after  the  acceptor  has 

2.  Information  furnished  a satisfactory  statement  of  financial 

concerning  transac-  condition  in  form  to  be  approved  by  the  Federal 
lions.  Reserve  Board  and  has  agreed  in  writing  with 

a Federal  Reserve  Bank  to  inform  it  upon 
the  transactions  underlying  such  acceptances. 


request  concerning 


Acceptance  by  Member  Banks  of  Drafts  and 

Bills  of  Exchange.* 


Regulation  C,  Series  of  1917. 


June  22,  1917 . 


A — ACCEPTANCE  OF  DRAFTS  OR  BILLS  OF  EXCHANGE  DRAWN  AGAINST 
DOMESTIC  OR  FOREIGN  SHIPMENTS  OF  GOODS  OR  SECURED 
BY  WAREHOUSE  RECEIPTS  COVERING  READILY 
MARKETABLE  STAPLES. 

I.  Statutory  Provisions. 

(a)  Maturity.  Under  the  provisions  of  the  fifth  paragraph 
{b)  Transactions  of  section  13  of  the  Federal  Reserve  Act,  as 
involved,  (c)  Secur-  amended  by  the  acts  of  September  7,  1916,  and 
ity.  (d)  Amount  June  21,  1917,  any  member  bank  may  accept 
limited.  drafts  or  bills  of  exchange  drawn  upon  it, 

having  not  more  than  six  months’  sight  to  run, 
exclusive  of  days  of  grace,  which  grow  out  of  transactions  involving 
the  importation  or  exportation  of  goods;  or  which  grow  out  of  transac- 
tions involving  the  domestic  shipment  of  goods,  provided  shipping 
documents  conveying  or  securing  title  are  attached  at  the  time  of 
acceptance;  or  which  are  secured  at  the  time  of  acceptance  by  a ware- 
house receipt'  or  other  such  document  conveying  or  securing  title 
covering  readily  marketable  staples.  This  paragraph  limits  the  amount 

* See  pages  21-29  for  Informal  Rulings  and  Opinions  of  Counsel, 

' See  page  23  Acceptances  and  Security  Therefor,” 
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future  time,  a sum  certain  in  dollars  to  the  order  of  a specified  person; 
and  a trade  acceptance  is  defined  as  a bill  of  exchange  drawn  by  the  - 
seller  &n  thie  purchaser  oTgdods  sold,  and  accepted  by  such  purchase?. 

(b)  Eligibility.  To  be  eligible  for  purchase  the  bill  must  have 

1.  Commercial trans-  arisen  out  of  an  actual  commercial  transaction, 

action.  domestic  or  forei^';  that  is,  it  must  be  a bill 

2.  Maturity.  which  has  been  issued  or  drawn  for  agricultural, 

industrial,  or  commercial  purposes  or  the  pro- 
ceeds of  which  have  been  used  or  are  to  be  used  for  the  purpose  of 
producing,  purchasing,  carrying  or  marketing  goods  iiTbne  or  more  of 
tTie  steps  of  fEe  process  of  production,  manufacture,  or  distribution. 

It  must  have  a maturity  at  time  of  purchase  of  not  more  than  ninety 
days,  exclusive  of  days  of  grace. 

(<-)  Evidence  of  A Federal  Reserve  Bank  shall  take  such  steps 
eligibility.  Stamp  as  it  deems  necessary  to  satisfy  itself  as  to  the 
or  certificate.  eligibility  of  the  bill  offered  for  purchase,  unless 

it  presents  prima  facie  evidence  thereof  or  bears 
a stamp  or  certificate  affixed  by  the  acceptor  or  drawer  showing  that  it 
is  a trade  acceptance. 

{d)  Statements.  Unless  indorsed  by  a member  bank,  a bill  is 

not  eligible  for  purchase  until  a satisfactory 
statement  has  been  furnished  of  the  financial  condition  of  one  or  more 
of  the  parties  thereto. 


«, 


IV.  Bankers'  Acceptances.* 


(a)  Definition.  A bankers’  acceptance,  within  the  meaning 

of  this  regulation,  is  a bill  of  exchange  of  which 
the  acceptor  is  a bank  or  trust  company,  or  a firm,  person,  company, 
or  corporation  engaged  in  the  business  of  granting  bankers’  acceptance 
credits. 


(&)  Eligibility. 

1.  Maturity. 

2.  Drawn  under 
credit  opened. 

3.  Or  to  furnish 
dollar  exchange. 


To  be  eligible  for  purchase,  the  bill  which 
must  have  a maturity  at  time  of  purchase  of 
not  more  than  three  months,  exclusive  of  days  of 
grace,  must  have  been  drawn  under  a credit 
opened  for  the  purpose  of  conducting,  or  settling 
accounts  resulting  from,  a transaction  or  trans- 
actions involving — 


(1)  The  shipment  of  goods  between  the  United  States  and  any 
foreign  country,  or  between  the  United  States  and  any  of  its  depend- 
encies or  insular  possessions,  or  between  foreign  countries,  or 

(2)  The  shipment  of  goods  within  the  United  States,  provided 
the  bill  at  the  time  of  its  acceptance  is  accompanied  by  shipping 
documents,  or 


(3)  The  storage  within  the  United  States  of  readily  marketable 
goods,  provided  the  acceptor  of  the  bill  is  secured  by  warehouse, 
terminal,  or  other  similar  receipt,  or 


*See  pages  34-36  for  Informal  Rulings  and  Opinions  of  Counsel. 
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(4)  The  storage  within  the  United  States  of  goods  which  have 
been  actually  sold,  provided  the  acceptor  of  the  bill  is  secured  by  the 
pledge  of  such  goods;  or  it  must  be  a bill  drawn  by  a bank  or  banker 
in  a foreign  country  or  dependency  or  insular  possession  of  the  United 
States  for  the  purpose  of  furnishing  dollar  exchange.  In  this  latter 
case  the  bank  or  banker  drawing  the  bill  must  be  in  a country,  depend- 
ency, or  possession  whose  usages  of  trade  have  been  determined  by 
the  Federal  Reserve  Board  to  require  the  drawing  of  bills  of  this 
character. 


« 


k 


(c)  Evidence  of  A Federal  Reserve  Bank  must  be  satisfied 
eligibility.  Stamp  or  either  by  reference  to  the  acceptance  itself,  or 
certificate.  otherwise,  that  it  is  eligible  for  purchase. 

Satisfactory  evidence  of  eligibility  may  consist 
of  a stamp  or  certificate  affixed  by  the  acceptor,  in  form  satisfactory 
to  the  Federal  Reserve  Bank.  No  evidence  of  eligibility  is  required 
with  respect  to  a bill  accepted  by  a national  bank. 


{d)  Statements. 

1.  Financial 
tatement  and 

2.  Information 
oncerning  transac- 
lons. 


Bankers’  acceptances,  other  than  those  ac- 
cepted or  indorsed  by  member  banks,  shall  be 
eligible  for  purchase  only  after  the  acceptor  has 
furnished  a satisfactory  statement  of  financial 
condition  in  form  to  be  approved  by  the  Federal 
Reserve  Board  and  has  agreed  in  writing  with 
a Federal  Reserve  Bank  to  inform  it  upon 


request  concerning  the  transactions  underlying  such  acceptances. 


Acceptance  by  Member  Banks  of  Drafts  and 

Bills  of  Exchange.* 


Regulation  C,  Series  of  1917. 


June  22,  1917 . 


A — ACCEPTANCE  OF  DRAFTS  OR  BILLS  OF  EXCHANGE  DRAWN  AGAINST 
DOMESTIC  OR  FOREIGN  SHIPMENTS  OF  GOODS  OR  SECURED 
BY  WAREHOUSE  RECEIPTS  COVERING  READILY 
MARKETABLE  STAPLES. 

I.  Statutory  Provisions. 

Under  the  provisions  of  the  fifth  paragraph 
of  section  13  of  the  Federal  Reserve  Act,  as 
amended  by  the  acts  of  September  7,  1916,  and 
June  21,  1917,  any  member  bank  may  accept 
drafts  or  bills  of  exchange  drawn  upon  it, 
having  not  more  than  six  months’  sight  to  run, 
exclusive  of  days  of  grace,  which  grow  out  of  transactions  involving 
the  importation  or  exportation  of  goods;  or  which  grow  out  of  transac- 
tions involving  the  domestic  shipment  of  goods,  provided  shipping 
documents  conveying  or  securing  title  are  attached  at  the  time  of 
acceptance ; or  which  are  secured  at  the  time  of  acceptance  by  a ware- 
house receipt’  or  other  such  document  conveying  or  securing  title 
covering  readily  marketable  staples.  This  paragraph  limits  the  amount 

* See  pages  21-29  for  Informal  Rulings  and  Opinions  of  Counsel. 

’ See  page  23  “Acceptances  and  Security  Therefor." 
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(a)  Maturity, 
{b)  Transactions 
involved,  (c)  Secur- 
ity. {d)  Amount 
limited. 


ivhich  any  bank  shall  accept  for  any  one  person,  company,  firm,  or 
::orporation,  whether  in  a foreign  or  domestic  transaction,  to  an 
amount  not  exceeding  at  any  time,  in  the  aggregate,  more  than  10 
per  centum  of  its  paid-up  and  unimpaired  capital  stock  and  surplus. 
This  limit,  however,  does  not  apply  in  any  case  where  the  accepting 
bank  is  secured  either  by  attached  documents  or  by  some  other  actual 
security*  growing  out  of  the  same  transaction  as  the  acceptance*. 
The  law  also  provides  that  any  bank  may  accept  such  bills  up  to  an 
amount  not  exceeding  at  any  time,  in  the  aggregate,  more  than  one- 
balf  of  its  paid-up  and  unimpaired  capital  stock  and  surplus;  or,  with 
the  approval  of  the  Federal  Reserve  Board,  up  to  an  amount  not 
exceeding  at  any  time,  in  the  aggregate,  more  than  100  per  centum  of 
ts  paid-up  and  unimpaired  capital  stock  and  surplus.  In  no  event, 
liowevcr,  shall  the  aggregate  amount  of  acceptances  growing  out  of 
domestic  transactions  exceed  50  per  centum  of  such  capital  stock  and 
surplus. 

II.  Regulations. 

1.  Application  to  Under  the  provisions  of  the  law  referred  to 

iccept  up  to  100%  above  the  Federal  Reserve  Board  has  deter- 
yf  capital  and  sur-  mined  that  any  member  bank,  having  an  unim- 
blus.  paired  surplus  equal  to  at  least  20  per  centum 

of  its  paid-up  capital,  which  desires  to  accept 
drafts  or  bills  of  exchange  drawn  for  the  purposes  described  above, 
jp  to  an  amount  not  exceeding  at  any  time,  in  the  aggregate,  100  per 
:entum  of  its  paid-up  and  unimpaired  capital  stock  and  surplus,  may 
ile  an  application  for  that  purpose  with  the  Federal  Reserve  Board. 
5uch  application  must  be  forwarded  through  the  Federal  Reserve 
Bank  of  the  district  in  which  the  applying  bank  is  located. 

2.  Report.  The  Federal  Reserve  Bank  shall  report  to  the 

Federal  Reserve  Board  upon  the  standing  of  the 
ipplying  bank,  stating  whether  the  business  and  banking  conditions 
irevailing  in  its  district  warrant  the  granting  of  such  application. 

3.  The  approval  of  any  such  application  may  be  rescinded  upon 
'>0  days’  notice  to  the  bank  affected. 

i — ACCEPTANCE  OF  DRtVFTS  OR  BILLS  OF  EXCHANGE  DRAWN  FOR  THE 
PURPOSE  OF  CREATING  DOLLAR  EXCHANGE. 

I.  Statutory  Provisions. 

1.  Maturity.  Section  13  of  the  Federal  Reserve  Act  also 

2.  Drawn  by.  provides  that  any  member  bank  may  accept 

3.  To  create  dollar  drafts  or  bills  of  exchange  drawn  upon  it  having 

ixchange.  not  more  than  three  months’  sight  to  run, 

exclusive  of  days  of  grace,  drawn,  under  regu- 
lations to  be  prescribed  by  the  Federal  Reserve  Board,  by  banks  or 
l)ankers  in  foreign  countries  or  dependencies  or  insular  possessions  of 
ihe  United  States  for  the  purpose  of  furnishing  dollar  exchange  as 

‘ See  page  27  "Limitations  Imposed  by  Section  13  of  Act.” 

’ See  page  26  “Application  of  Sec.  5200."  Page  35  “Member  Bank  Acceptances.” 
j ^agg  34  “Purchase  of  Bank’s  Own  Acceptances.” 
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required  by  the  usages  of  trade  in  the  respective  countries,  dependen- 
cies, or  insular  possessions. 

Amount  limited.  No  member  bank  shall  accept  such  drafts 

or  bills  of  exchange  for  any  one  bank  to  an  amount 
exceeding  in  the  aggregate  10  per  centum  of  the  paid-up  and  unim- 
paired capital  and  surplus  of  the  accepting  bank  unless  the  draft  or 
bill  of  exchange  is  accompanied  by  documents  conveying  or  securing 
title  or  by  some  other  adequate  security.  No  member  bank  shall 
accept  such  drafts  or  bills  in  an  amount  exceeding  at  any  time  in  the 
aggregate  one-half  of  its  paid-up  and  unimpaired  capital  and  surplus. 
This  50  per  cent  limit  is  separate  and  distinct  from  and  not  included 
in  the  limits  placed  upon  the  acceptance  of  drafts  and  bills  of  exchange 
as  described  under  section  A of  this  regulation*. 


II.  Regulations. 


Application.  Any  member  bank  desiring  to  accept  drafts 

drawn  by  banks  or  bankers  in  foreign  countries 
or  dependencies  or  insular  possessions  of  the  United  States  for  the 
purpose  of  furnishing  dollar  exchange  shall  first  make  an  application 
to  the  Federal  Reserve  Board  setting  forth  the  usages  of  trade  in  the 
respective  countries,  dependencies,  or  insular  possessions  in  which  such 
banks  or  bankers  are  located. 

Approval  and  Noli-  If  the  Federal  Reserve  Board  should  deter- 
fication.  mine  that  the  usages  of  trade  in  such  countries, 

dependencies,  or  possessions  require  the  granting 
of  the  acceptance  facilities  applied  for,  it  will  notify  the  applying  bank 
of  its  approval  and  will  also  publish  in  the  Federal  Reserve  Bulletin 
the  name  or  names  of  those  countries,  dependencies,  or  possessions  in 
which  banks  or  bankers  are  authorized  to  draw  on  member  banks 
whose  applications  have  been  approved  for  the  purpose  of  furnishing 
dollar  exchange’*. 

Modify  or  revoke  The  Federal  Reserve  Board  reserves  the  right 
approval.  to  modify  or  on  90  days’  notice  to  revoke  its 

approval  either  as  to  any  particular  member 
bank  or  as  to  any  foreign  country  or  dependency  or  insular  possession 
of  the  United  States  in  which  it  has  authorized  banks  or  bankers  to 
draw  on  member  banks  for  the  purpose  of  furnishing  dollar  exchange. 

‘ See  page  26  “Limitations  on  Member  Bank  Acceptances.” 

’ In  the  December,  1916,  Bulletin  appeared  the  following:  “ The  Board  has  decided  to 
permit  member  banks  to  accept  foreign  drafts  drawn  upon  them  by  banks  or  bankers  in 
the  following  countries:  Porto  Rico,  Santo  Domingo,  Costa  Rica,  Peru,  Chile,  Brazil, 
Venezuela,  Argentina,  and  Bolivia.” 

In  the  September,  1917,  Bulletin  appeared  the  following:  “Applications  for  power 
to  accept  drafts  drawn  by  banks  and  bankers  in  South  American  countries  have  been 
received  from  several  institutions,  and  the  Board  has  voted  to  permit  drafts  drawn  upon 
member  banks  by  banks  or  bankers  in  any  Central  or  South  American  country  for  the 
purposes  specified  in  the  Federal  Reserve  Act,  to  be  accepted  by  such  member  banks,  upon 
application  to  and  approval  by  the  Board.” 
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Banks  May  Ask  Assurances. 
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Informal  Rulings  of  the  Federal  Reserve  Board 

and  Opinions  of  Counsel 

CONDITIONS  ATTACHED  TO  AND  AFFECTING  NEGOTIABILITY  OF  BILLS 

OF  EXCHANGE  AND  ACCEPTANCES. 

j {Opinion  of  Counsel.)  February  2,  1915. 

' A bill  of  exchange,  in  order  to  be  negotiable,  must  be  an  un- 

conditional order  to  pay,  on  demand  or  at  a fixed  or  determinable 
future  time,  a certain  sum  of  money  to  order  or  to  bearer.  If  payment 
is  dependent  upon  the  happening  of  a certain  contingency  the  bill  is 
conditional  and  nonnegotiable.  If  payment  is  confined  to  the  proceeds 
of  a particular  fund  and  is  not  chargeable  to  the  general  credit  of  the 
drawer  the  bill  is  conditional  and  nonnegotiable. 

A general  acceptance  of  a conditional  bill  or  a conditional  accept- 
\ ance  of  an  unconditional  bill  makes  the  acceptance  a conditional  one 

and  destroys  its  negotiability. 

I There  is  some  doubt  in  tl^  counts  whether  the  mere  reference  to  a 

j particular  consignment  of  goods  rn^es  fEe  ^111  conditional,  soriie 

courts  stating  that  if  is  merely  an  Indication  of  the  fund  out  of  which 
the  drawee  is  to  reimburse  himself;  other  courts  holding  that  it  makes 
the  bill  conditional  because  limiting  payment  to  the  proceeds  of  the 
particular  shipment  referred  to.  There  is  no  doubt,  however,  that  a 
reference,  in  general  terms,  on  the  lace  ol  an  accepted  bill  to  fheTact 
that  It  is  based  on  the  exportation  or  importation  ot  goods,  would  not 
make  it  conditionafand  nonnego^TTe,  and^It  would  not,  therefore, 
be  ineligible  for  discount  under  the  provisions  of  section  13  of  the 
Federal  Reserve  Act. 

Crossties  and  Lumber  Good  Security. 

August  12,  1915. 

Bills  drawn  for  the  purpose  of  providing  funds  to  export  crossties 
and  lumber  to  Cuba  are  eligible  for  rediscount  if  properly  indorsed 
and  otherwise  conforming  to  the  regulations  of  the  Federal  Reserve 
Board.  Such  paper,  it  is  presumed,  would  take  the  90-day  rate. 

Identification  of  Specific  Goods. 

November  9,  1915. 

1 1 is  not  necessary  that  the  specific  goods  covered  by  an  acceptance 
aased  upon  an  import  or  export  transaction  be  identified  at  the  timfbf 
:he  acceptance.  In  fact,  the  goods  may  be  purchased  and  shipped 
subsequent  to  the  time  of  the  first  acceptance;  provided,  however, 
;here  is  a definite,  bona  fide  contract  for  the  shipment  of  the  goods 
nvolved  within  a specified  and  reasonable  time. 

Good  faith  must  be  relied  upon  to  a large  extent  in  determining 
vhether  an  acceptance  is  based  upon  a transaction  involving  the 
mportation  or  exportation  of  goods. 

20 


♦ November  9,  1915. 

Member  banks  may  best  protect  themselves  in  determining 
whether  acceptances  are  based  upon  the  exportation  or  importation 
of  goods  by  stipulating  the  right  at  times  to  ask  for  substantiation  of 
assurances  from  a customer. 

Evidence  From  State  Member  Banks. 

November  9,  1915. 

Federal  Reserve  Bank  reserves  the  right  to  ask  State  member 
banks  for  evidence  underlying  the  certification  given  it  as  to  an 
acceptance. 

Discount  of  Renewals. 

June  16,  1915. 

Acceptance  business  of  Federal  Reserve  Banks  not  restricted 
“to  the  original  transactions  only,”  if  transaction  has  not  been  liqui- 
dated. When  first  acceptance  matures  member  bank  may  renew  the 
acceptance,  and  there  is  no  reason  why  a Federal  Reserve  Bank  may 
not  discount  such  renewed  acceptance  although  a Federal  Reserve 
Bank  must  not  engage  in  advance  to  make  such  discount  of  a renewal. 

August,  1915. 

A national  bank  is  held  to  be  authorized  to  enter  into  an  agree- 
ment having  more  than  six  months  to  run  by  the  terms  of  which  it 
obligates  itself  for  a period  of  time  specified  in  the  agreement  to  accept 
drafts  drawn  upon  it,  provided  such  drafts  grow  out  of  transactions 
involving  the  importation  or  exportation  of  goods,  and  that  the 
individual  drafts  have  not  more  than  six  months’  sight  to  run.  This 
distinction  is  emphasized:  “While  a letter  of  credit  or  credit  agree- 
ment may  lawfully  be  made  by  a national  bank  which  will  extend  by 
its  terms  for  a period  exceeding  six  months,  the  agreement  must  not  be 
of  such  a character  as  will  impose  upon  the  holders  of  drafts  accepted 
thereunder  any  obligation  to  renew  such  drafts  so  that  the  period  of 
acceptance  shall  exceed  six  months  in  duration  as  to  any  specified 
draft.” 

November  9,  1915. 

Upon  payment  of  an  acceptance  the  accepting  bank  may  for  a 
reasonable  period  accept  new  drafts  for  the  financing  of  the  original 
transaction,  even  after  the  shipment  and  delivery  of  the  goods,  pro- 
vided such  renewals  be  stipulated  in  the  original  contract  as  an  inci- 
dental condition  of  the  transaction  of  importation  or  exportation  upon 
which  the  acceptance  is  based. 

Based  on  Importation  or  Exportation  of  Goods. 

March  24,  1917. 

Your  letter  submitting  an  inquiry  of  one  of  your  member  banks 
as  to  whether  or  not  it  could  accept  clean  drafts  drawn  by  an  exporter 
in  Chile  for  the  purpose  of  providing  funds  with  which  to  purchase 
beans,  peas,  etc.,  from  farmers  in  Chile,  has  been  received. 

Unless  the  Chilean  exporter  is  under  contract  to  ship  the  peas, 
beans,  etc.,  purchased  from  the  farmers  in  that  country,  to  some  other 
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c )untry,  and  the  member  bank  has  a guarantee  to  this  effect,  the 
t:  ansaction  would  not  seem  to  be  one  which  involves  the  importation 

0 ■ exportation  of  goods. 

The  mere  fact  that  the  Chilean  exporter  intends  to  sell  these  goods 
ii  i a foreign  country  would  not  be  sufficient,  but  there  must  exist  some 
actual  contract  of  sale,  and  it  must  appear  that  the  drafts  in  question 
a'e  merely  drawn  in  advance  of  the  actual  shipment  of  goods  under 
c mtract  of  sale. 

Drawn  to  Finance  the  Future  Importation  of  Goods. 

June  14,  1917. 

The  Board  is  of  the  opinion  that  a national  bank  may  properly 
accept  a draft  drawn  for  the  purpose  of  importing  goods  whether  or 
rot  the  sale  of  the  goods  under  consideration  has  actually  been  con- 
s immated  at  the  time  of  the  acceptance  of  the  draft.  If  the  accepting 
b ank  is  assured  that  the  proceeds  of  the  draft  will  ultimately  be  used 
s )lely  for  the  purpose  of  financing  a transaction  involving  the  importa- 
t on  of  goods,  it  is  immaterial -whether  or  not  the  goods  have  actually 
been  sold  at  the  time  of  acceptance.  In  fact,  it  is  not  even  necessary 
t lat  the  goods  to  be  sold  be  identified  at  the  time  of  acceptance.  The 
accepting  bank,  however,  must  be  reasonably  sure  that  the  draft  is 
d rawn  for  the  purpose  of  financing  a transaction  involving  the  importa- 
t on  or  exportation  of  goods,  and  that  its  proceeds  will  be  used  for 
t lat  purpose. 

Advances  on  Cotton  for  Export. 

August  5,  1916. 

Section  13  of  the  Federal  Reserve  Act  construed  to  justify  a 
rational  bank  in  accepting  a draft  drawn  upon  it  in  settlement  of 
advances  for  cotton  being  accumulated  by  cotton  buyers  for  export. 
The  fact  that  there  is  a temporary  delay  in  actual  shipment  of  goods 
ii  immaterial. 

Not  Eligible  for  Acceptance. 

December  8,  1916. 

You  state  that  an  acceptance  house  which  has  purchased  an 
a:ceptanee  based  on  the  importation  or  exportation  of  goods  desires 
t ) reimburse  itself  by  drawing  a bill  upon  a national  bank,  pledging 
a 3 collateral  security  for  the  bill  the  acceptance  which  was  based  upon 
t le  transaction  involving  the  importation  or  exportation  of  goods. 

bu  ask  whether  a national  bank  would  be  authorized  to  accept  a bill 
cf  this  character  under  the  provisions  of  Section  13  of  the  Federal 

1 .eserve  Act. 

That  section  authorizes  national  banks  to  accept  drafts  or  bills 
growing  out  of  transactions  involving  the  importation  or  exportation 
c F goods,  and,  though  the  Board  has  ruled  that  it  is  not  essential  that 
t le  specific  goods  be  identified  or  even  in  existence  at  the  time  of  the 
axeptance  in  order  to  make  it  legal,  nevertheless  that  acceptance 
n lUst  grow  out  of  a specific  transaction  which  itself  involves  the  impor- 
t ition  or  exportation  of  goods. 

In  the  case  presented  in  your  letter  the  acceptance  house  has  pur- 
c lased  with  its  own  funds  an  acceptance  based  on  the  importation 
o • exportation  of  goods.  That  acceptance  necessarily  must  have  grown 
o Jt  of  a transaction  involving  the  importation  or  exportation  of  goods, 
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but  it  is  the  opinion  of  the  Board  that  there  is  no  direct  or  logical 
relation  between  that  transaction  and  the  subsequent  one  in  which  the 
purchaser  of  that  acceptance  arranges  before  its  maturity  to  reimburse 
i himself  by  drawing  a new  bill  secured  by  the  first  acceptance.  The 

1 ’ new  bill  cannot  properly  be  said  to  grow  out  of  the  original  export 

I , transaction  in  the  sense  contemplated  by  the  Act.  If  that  was  so, 

it  would  be  possible  to  have  two  or  even  more  acceptances  drawn  for 
the  same  amount  and  existing  at  the  same  time,  purporting  to  finance 
the  same  export  transaction.  It  is  obvious  that  the  law  did  not  con- 
template pyramiding  acceptance  credits  in  that  manner. 

The  Board  believes,  therefore,  that  no  national  bank  can  legally 
accept  a draft  drawn  under  the  circumstances  set  forth  in  your  letter, 
first,  because  it  is  not  an  acceptance  growing  out  of  a transaction 
* involving  the  importation  or  exportation  of  goods,  and  second,  because 

it  is  not  an  acceptance  of  the  character  authorized  by  the  amendment 
of  September  7,  1916.  It  is  not  drawn  by  a bank  or  banker  located  in 
a foreign  country,  nor  does  it  grow  out  of  a transaction  involving  the 
domestic  shipment  or  storage  of  goods. 

Acceptances  and  Security  Therefor. 

December  15,  1916. 

I • There  can  not  be  any  objection  to  permitting  the  mills  to  sub- 

I stitute  other  warehouse  receipts  for  cotton  receipts  during  the  life 

of  the  acceptance. 

The  second  question,  whether  receipts  must  be  registered  ware- 
house receipts  or  receipts  of  warehouses  belonging  to  the  mills  receiv- 
^ ing  the  credit,  I have  to  refer  you  to  our  letter  of  Special  Instructions 

No.  2,  1916,  in  w'hich  you  will  find  that  we  say  under  “f”:  “In  pur- 
chasing or  discounting  bankers’  acceptances  or  other  bills  which  are 
secured  by  warehouse  receipts,  etc.,  the  Federal  Reserve  Banks  should 
make  sure  that  the  receipt  is  issued  by  a warehouse  which  is  inde- 
pendent of  the  borrower.’’ 

As  to  your  third  question  relating  to  the  acceptance  of  a private 
banking  house  made  for  a bag  company,  stating  in  the  body  of  the 
draft  that  it  is  for  burlap  from  Calcutta  stored  on  the  docks,  I should 
■ say  that  if  the  credit  were  granted  before  the  importation  took  place, 

there  would  be  no  objection  to  continuing  or  renewing  the  acceptance 
. while  the  goods  are  on  the  docks.  If  it  is  a new  transaction  entered 

1 into  after  the  importation,  as  such,  had  been  completed,  it  would  be  a 

domestic  transaction,  and  in  that  case  it  would  be  a question  w'hether 
burlap  is  to  be  considered  “readily  marketable  goods’’ — in  which 
-X  case  the  acceptor  must  be  secured  by  warehouse  receipts  or  other 

documents. 

You  ask  how  far  you  should  satisfy  yourselves  as  to  the  fact 
of  whether  or  not  the  acceptor  has  been  secured  by  such  documents. 

I As  to  that,  you  must  use  your  own  judgment.  As  written  you  fre- 

quently, we  do  not  want  to  be  too  technical,  but  we  must  be  certain 
I that  the  law  is  not  being  evaded,  and  you  ought  to  be  careful  to  impress 

upon  the  acceptor  that  the  rules  must  be  observed  and  that  from  time 
to  time  you  may  have  to  inquire  as  to  whether  this  is  being  done. 
Generally  speaking,  if  you  are  dealing  with  a private  firm  that  you 
are  trusting  and  that  from  time  to  time  must  come  to  you  and  report 
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to  you  about  its  financial  condition,  you  should  be  in  a position  to 
fini  1 out  for  yourself  what  the  methods  of  the  firm  are  in  the  acceptance 
bus  iness  and  how  far  it  would  be  necessary  for  you  to  make  further 
inr  uiries  and  investigations  to  be  certain  of  your  ground. 

(r,»  a Member  Bank.)  Acceptances.  February  19,  1917. 

You  ask  me  for  a letter  that  would  guide  you  in  your  efforts  to 
fin  ince  the  cotton  business  of  your  clients  by  acceptances,  and  you 
wii  h me  to  illustrate,  step  by  step,  how  I would  do  it  if  I were  president 
of  your  bank,  with  a capital  and  surplus  of  $300,000,  in  handling 
ac(  eptances  for  a cotton  firm  to  the  amount  of,  say,  $100,000. 

If  the  financing  of  this  one  firm  to  the  extent  of  $100,000  were  your 
on  y problem  there  would  be  no  difficulty  at  all.  Your  customer — 
let  me  call  him  Smith  for  the  sake  of  convenience — would  draw  upon 
yo  1 at  90  days’  sight,  securing  you  by  the  pledge  of  cotton  properly 
stored  in  a warehouse  independent  of  himself.  Smith  would  then 
proceed  to  sell  this  acceptance,  which  he  could  do  either  by  going  to 
a 1 Deal  bank  in  your  city  or  you  could  send  it  for  him  to  a St.  Louis 
ba  ik,  or  to  the  Federal  Reserve  Bank  in  St.  Louis,  which  would  buy 
yo  ir  acceptance,  provided  your  bank  commands  a sufficient  credit, 
at  the  rate  for  private  discounts — at  present  about  2>}4  per  cent.  Inas- 
mi  ch  as  you  accept  for  one  borrower  in  excess  of  10  per  cent,  of  your 
ca])ital  and  surplus  you  could  not  yourself  buy  the  paper  from  your 
cu  .tomer,  because,  in  that  case,  you  would  be  making  him  a loan  and 
thi!  10  per  cent,  limit  would  apply.  (See  Federal  Reserve  Bulletin, 
D(  cember,  1916,  p.  682.*)  The  total  limit  up  to  which  your  bank  can 
accept  is  $150,000,  and  inasmuch  as  there  are,  I suppose,  other  cus- 
tomers in  addition  to  Smith  for  whom  you  wish  to  undertake  to  finance 
CO  ton  holdings,  I suggest  that  you  arrange  with  a bank  having  a 
gn  ater  capital  and  surplus,  either  in  St.  Louis  or  elsewhere,  to  partici- 
paHe  with  you  in  any  large  acceptance  proposition  which  presents 
itsilf.  For  instance,  take  the  case  of  Smith.  You  might  properly 
ac  :ept  for  $30,000  and  let  the  bank  with  which  you  have  an  arrange- 
m<  nt  accept  for  the  balance  of  the  $100,000,  authorizing  you  to  act  as 
its  agent  in  holding  and  supervising  the  collateral  security  after  accept- 
an  :e  and  compensating  you  for  that  service. 

Contract  Not  Fulfilled. 

A member  bank  would  be  justified,  if  fully  secured,  in  accepting 
dr  ifts  drawn  by  a local  cotton-buying  firm  having  a contract  to  sell 
to  foreign  buyers  if  the  transaction,  after  having  been  made  in  good 
faith,  ultimately  resulted  in  the  sale  of  the  cotton  to  an  American 
ins  tead  of  a foreign  purchaser.  It  was  assumed  in  connection  with 
th  s interpretation  of  section  13,  that  the  bank  had  received  permission 
fr(  m the  Board  to  accept  drafts  or  bills  of  exchange  drawn  upon  it; 
th  it  the  cotton  buyers  had  a contract  to  sell  cotton  to  a firm  of  Liver- 
pcDl;  that  they  held  the  cotton  subject  to  shipping  receipt  of  the 
Li  /erpool  firm  and  that  because  of  freight  rates  and  shipping  condi- 
tic  ns  the  Liverpool  firm  changed  its  policy  and  directed  the  sale  of 
thj  cotton. 

* A digest  of  this  opinion  is  given  on  page  35,  "Member  Bank  Acceptances.” 
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Bankers’  Acceptances  Drawn  Against  Shipment  of  Goods  from 

A Corporation  to  Its  Agent. 

♦ (To  an  individual.)  August  21^,  1917. 

A member  bank  may  properly  accept  a draft  drawn  against  the 
shipment  of  goods  from  a corporation  to  its  agent  or  branch  even 
though  no  sale  of  the  goods  is  involved  in  the  transaction. 

The  Federal  Reserve  Act  authorizes  any  member  bank  to  accept 
drafts  or  bills  of  exchange  which  grow  out  of  transactions  involving 
the  domestic  shipment  of  goods,  provided  that  shipping  documents 
conveying  or  securing  title  are  attached  at  the  time  of  acceptance 
and  provided  further  that  such  drafts  or  bills  of  exchange  have  a 
maturity  of  not  more  than  six  months’  sight  to  run,  exclusive  of  days 
of  grace.  It  is  the  opinion  of  the  Board,  however,  that  although 
*•  the  Act  fixes  a maximum  maturity  of  six  months,  nevertheless,  in 

any  case  where  a draft  is  drawn  against  the  shipment  of  goods,  in  a 
transaction  which  does  not  involve  the  sale  of  those  goods,  the  maturity 
of  the  draft  should  approximate  the  duration  of  their  transit.  In  such 
a case  the  law  contemplates  that  the  acceptance  of  the  draft  should  be 
for  the  purpose  of  financing  the  shipment  and  that  it  should  not  be 
the  means  of  furnishing  a credit  for  any  other  purpose. 

A slightly  different  situation  arises,  however,  in  the  case  where  a 
draft  is  drawn  against  the  shipment  of  goods  in  a transaction  involving 
the  sale  of  those  goods,  because  in  that  case  the  draft  may  properly 
be  drawn  and  accepted  for  the  purpose  of  financing  not  merely  the 
shipment  but  also  the  sale  of  the  goods.  The  maturity  of  the  draft 
need  not  necessarily  approximate  the  length  of  time  involved  in  the 
^ shipment  in  such  a case,  though  it  must  be  limited  to  a maximum  of 

six  months,  exclusive  of  days  of  grace. 


Cattle  a Readily  Marketable  Commodity. 

January  6,  1916. 

Cattle  are  a readily  marketable  commodity  and  a banker’s 
acceptance  secured  by  a chattel  mortgage  thereon  is  eligible  for  re- 
discount at  a Federal  Reserve  Bank. 

Exceptions  to  Section  5200. 

May  26,  1916. 

The  fact  that  a note  or  draft  discounted  by  a national  bank  may 
be  secured  by  cattle  would  not  of  itself  bring  it  within  the  exceptions 
to  section  5200,  Revised  Statutes,  unless  it  is  commercial  or  business 
paper  actually  owned  by  the  person  negotiating  the  same  or  unless  it 
is  a bill  of  exchange  drawn  in  good  faith  against  actually  existing 
values. 

Qualified  Acceptances. 

{Opinion  of  Counsel.)  July  25,  1916. 

A bill  of  exchange  drawn  payable  “at  sight”  and  accepted  payable 
in  three  months  is  a qualified  or  conditional  acceptance,  ana  ^e 
maker  and  prioT  indorsers  are  released.  The  instrument  in  effect 
becomes  the  promissory  note  ot  the  acceptor,  and  would  not  come 
within  the  exception  to  section  5200  as  a “bill  of  exchange,’’  drawn 
in  good  faith  against  actually  existing  value. 
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Application  of  Section  5200. 

January  3,  1916. 

The  10  per  cent,  limitation  imposed  by  section  5200  of  the  Revised 
Statutes  is  not  intended  to  apply  to  the  mere  acceptance  of  a bill  of 
jxchange,  but  the  provisions  of  section  5200  would  apply  to  tn«, 
ndebtedness  arising  between  the  drawer  of  the  bill  and  the  accept!  \ 
Dank  in  case  the  drawer  fails  to  furnish  funds  with  which  to  meet  the 
icceptance  at  maturity. 

Bills  of  Exchange  Under  Section  5200,  Revised  Statutes. 
[Opinion  of  Counsel.)  March  22,  1916. 

An  obligation  in  the  form  of  a bill  of  exchange  which  exempts 
:he  drawer  from”Tiability  and  in  fact  does  not  hold  anyone  but  the 
xcceptor  liable  is.  in  substance,  a promissory  note,  and  not  a~T)ill 
dI  exchange.  It  is,  tEereFore,  not  entitled  to  the  exemption  afforded 
ander  the  provisions  of  section  5200,  because  it  is  not  a “ bill  of  exchange 
drawn  in  good  faith  against  actually  existing  values.” 

Business  Paper  and  Section  5200,  Revised  Statutes. 

November  4,  1916. 

The  Board  finds  it  necessary  to  adhere  to  its  established  policy 
of  not  making  any  general  ruling  on  the  question  how  much  a bank 
may  invest  in  any  particular  security.  It  held,  however,  that  if  a 
firm  is  a bona  fide  owner  for  value  of  the  acceptances  of  any  particu’'’r 
institution  and  such  acceptances  are  sold  to  or  discounted  wit’  a 
member  bank,  the  acceptances  could  no  doubt  be  treated  as  commercial 
Dr  business  paper  actually  owned  by  the  party  negotiating  them,  and 
vould  therefore  be  excepted  from  the  lipiitations  of  section  5200. 
In  other  words,  if  such  paper  is  in  fact  commercial  or  business  paper, 
ictually  owned  by  the  person  negotiating  it,  it  may  be  disposed  of  by 
i member  bank  and  none  of  the  parties  thereto,  i.  e.,  either  the 
drawer,  acceptor,  or  indorser,  would  thereby  become  liable  to  the 
member  bank  for  money  borrowed,  within  the  meaning  of  section  5200, 
ind  in  such  cases  the  member  bank  could  acquire  such  paper  without 
imit. 

Limitations  on  Member  Bank  Acceptances. 

[Opinion  of  Counsel.)  June  15,  1917. 

The  50  per  cent,  limit  imposed  upon  the  amount  of  drafts  which  a 
member  bank  may  accept  for  the  purpose  of  furnishing  dollar  exchange 
,s  separate  and  distinct  from  and  not  included  in  the  limits  imposed 
Dy  section  13  upon  the  amount  of  drafts  or  bills  of  exchange  drawn 
igainst  the  shipment  of  goods  or  against  warehouse  receipts  covering 
readily  marketable  staples,  which  a member  bank  may  accept. 

Member  Bank  Acceptances. 

[Opinion  of  Counsel.)  July  25,  1916. 

When  a member  bank  purchases  its  own  acceptance  before 
maturity  such  acceptance  need  not  be  included  in  the  aggregate  of 
acceptances  authorized  by  Section  13. 
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Limitations  Imposed  by  Section  13  of  Act. 


[To  a Federal  Reserve  Bank.) 


March  13,  1917. 


ik 


I wish  to  acknowledge  receipt  of  your  letter  involving  the  con- 
struction of  that  part  of  section  13,  which  reads  as  follows; 

“No  member  bank  shall  accept,  whether  in  a foreign  or  domestic 
transaction,  for  any  one  person,  company,  firm,  or  corporation,  to  an 
amount  equal  at  any  time  in  the  aggregate  to  more  than  10  per  cent, 
of  its  paid-up  and  unimpaired  capital  stock  and  surplus,  unless  the 
bank  is  secured  either  by  attached  documents  or  by  some  other  actual 
security,  etc.” 

This  clause  places  a 10  per  cent,  limit  upon  the  amount  of  accept- 
ances which  any  member  bank  might  make  for  any  one  person,  com- 
pany, firm,  or  corporation.  That  limit,  however,  does  not  apply  if 
"the  bank  is  secured  either  by  attached  documents  or  by  some  other 
actual  security  growing  out  of  the  same  transaction  as  the  acceptance.” 
I understand  that  your  construction  of  this  provision  is  the  current 
one;  that  is,  that  if  documents  which  were  attached  at  the  time  of  the 
acceptance  are  surrendered  and  no  other  actual  security  growing  out 
of  the  same  transaction  is  substituted,  then  the  10  per  cent,  limit  will 
apply.  The  accepting  bank  must  remain  secured  in  the  manner  pre- 
scribed during  the  life  of  the  acceptance  in  order  to  be  exempt  from 
the  10  per  cent,  limit. 

The  only  doubtful  question  is  as  to  what  constitutes  “some  other 
actual  security  growing  out  of  the  same  transaction  as  the  acceptance.” 
Shipping  documents  accompanying  a bill  of  exchange  are  ordinarily 
surrendered  upon  acceptance,  and  unless  the  accepting  bank  is  given 
some  other  actual  security  in  their  place  the  10  per  cent,  limit  would 
apply  as  soon  as  the  original  documents  are  surrendered.  If  a ware- 
house receipt  for  the  goods  is  given  upon  the  surrender  of  the  shipping 
documents,  the  bank  would  undoubtedly  be  secured  in  the  manner 
contemplated  by  the  act,  but  if  an  ordinary  trust  receipt  which  enables 
the  purchaser  to  obtain  the  goods  for  his  own  use  is  substituted  for 
those  shipping  documents  the  Board  understands  that  the  10  per 
cent,  limit  would  apply,  inasmuch  as  such  a trust  receipt  would  not 
constitute  an  “actual  security”  within  the  meaning  of  the  section 
quoted.  The  10  per  cent,  limit,  however,  should  not  apply  in  any  case 
where  the  acceptor  is  secured  by  a trust  receipt  whose  terms  preclude 
the  possibility  of  the  goods  coming  into  the  hands  of  or  under  the 
control  of  the  purchaser,  as  where  the  goods  are  held  by  some  person, 
firm,  or  corporation,  independent  of  the  purchaser. 

There  is  no  doubt,  therefore,  that  in  any  case  where  shipping 
documents  or  warehouse  receipts  are  held  by  the  acceptor  the  10  per 
cent,  limit  does  not  apply;  so  also  in  any  case  where  the  acceptor 
holds  a trust  receipt  which  does  not  enable  the  borrower  to  obtain  the 
goods  for  his  own  use,  the  10  per  cent,  limit  does  not  apply;  but  in 
any  case  where  the  bank  holds  merely  the  ordinary  trust  receipt  which 
gives  it  only  a lien  on  the  goods  in  the  hands  of  the  purchaser  or  on 
their  proceeds,  the  10  per  cent,  limit  should  apply. 

This  question  of  limiting  the  right  of  a member  bank  to  accept 
is  separate  and  distinct  from  the  limit  imposed  by  section  5200  dis- 
cussed in  the  opinion  of  counsel,  November  27,  1916  [see  page  32). 
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That  opinion  holds  merely  that  a member  bank  may  discount  trade 
.Lcceptances  without  reference  to  the  10  per  cent,  limit,  if  they  are  ^ 
I Irawn  against  actually  existing  values,  but  it  should  not  be  construed 
o imply  that  a member  bank  might  accept,  without  limit,  domestic 
ilrafts  with  shipping  documents  attached,  if  such  shipping  documents 
are  to  be  surrendered  without  the  substitution  of  some  other  actual 
f ecurity  growing  out  of  the  same  transaction. 

I To  an  individual.)  March  21,  1917. 

A bank  having  a capital  and  surplus  of  $288,000  may,  under  the 
'National  Bank  Act,  lend  to  a customer  on  his  own  obligation  a sum  not 
o .exceed  $28,800  (10  per  cent,  of  capital  and  surplus).  The  bank 
may,  however,  in  addition  to  such  loan,  discount  for  the  same  customer 
'although  he  may  have  a direct  line  of  credit  in  bank  up  to  the  10 
])er  cent,  limit),  bills  of  exchange  drawn  against  actually  existing 
’^alue,  or  commercial  or  business  paper  actually  owned  by  him.  The 
1 lank  may,  therefore,  legally  discount  for  the  customer  bills  of  exchange 
drawn  by  him  for  the  purchase  price  of  commodities  sold,  and  accepted 
by  the  drawee;  or  it  may  discount  for  the  customer  the  note  of  the 
I'urchaser  if  actually  owned  by  him,  without  reference  to  the  10  per 
(ent.  limitations  prescribed  by  section  5200. 

A member  bank  acquiring  such  acceptances  or  notes  may  redis- 
( ount  them  with  its  Federal  Reserve  Bank.  There  is  no  limitation  upon 
Ihe  acceptances,  but  the  notes  would  be  subject  to  the  limitations 
]. rescribed  by  section  13  of  the  Federal  Reserve  Act;  and  the  Federal 
Reserve  Bank  cannot  discount  paper  bearing  the  signature  of  the 
same  borrower  in  an  amount  greater  than  10  per  cent,  of  the  capital 
i nd  surplus  of  the  member  bank  offering  such  paper. 

Bills  of  exchange  drawn  against  actually  existing  value  and  accept- 
i d by  the  drawee  within  a reasonable  time  after  the  shipment  of  the 
i oods,  may  be  rediscounted  with  the  Federal  Reserve  Bank  without 
reference  to  the  limitations  imposed  by  section  13  of  the  Federal 
Reserve  Act.  I am  informed  by  counsel  for  the  Comptroller  of  the 
( mrrency  that  under  the  practice  followed  by  his  office  bills  or  notes 
A hich  are  renewed  at  maturity  are  not  to  be  treated  as  bills  drawn 
c gainst  actually  existing  value  or  as  commercial  or  business  paper 
c wried  by  the  person  negotiating  them,  and  that  renewals  are  therefore 
s abject  to  the  limitations  of  section  5200. 

Acceptance  of  Drafts  and  Bills. 

Inquiries  and  applications  with  respect  to  the  power  to  accept  ( 

crafts  and  bills  of  exchange,  presented  to  Federal  Reserve  Board, 
lave  raised  the  question  whether  the  institutions  which  had  been 
authorized  to  accept  up  to  100  per  cent,  prior  to  the  passage  of  the 
a:t  of  September  7,  1916,  from  which  provision  for  this  acceptance 
power  was  inadvertently  omitted,  would  be  required  to  make  appli- 
c ation  over  again  under  the  amendments  to  the  Federal  Reserve  Act 
adopted  June  21,  1917.  ' 

It  w(mT(T^pear  that  there  is  no  doubt  of  the  authority  of  the 
tanks  which  in  the  past  have  been  granted  acceptance  powers  to  con- 
t nue  to  exercise  such  powers  without  reapplication  involving  action 
c f the  Board  therein.  In  order  to  make  the  situation  certain,  however, 
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the  Board  at  a meeting  held  August  9,  1917,  adopted  the  following 
general  resolution: 

Be  it  resolved,  That  any  member  bank  which  has  heretofore  applied 
for  and  received  permission  of  the  Federal  Reserve  Board  to  accept 
drafts  and  bills  of  exchange  in  an  amount  not  to  exceed  100  per  cent, 
of  its  capital  and  surplus,  be,  and  it  is  hereby  authorized  and  empow- 
ered under  the  authority  of  the  act  of  June  21,  1917,  to  accept  up  to  „ 
100  per  cent,  drafts  or  bills  of  exchange  drawn  upon  it  having  not  more  / ' 

than  six  months’  sight  to  run,  exclusive  of  days  of  grace,  which  grow  ' * 
out  of  transactions  involving  the  Importation  6f  exportation  of  goods 
or  which  grow  out  of  transactions  involvmg  the  domestic  shipment  ^ 
goods,  provided  shipping  documents  conveying  or  securing  title  are 
atta^ed  at  the  time  of  acceptance;  or  which  are  secured" at  the  time 
of  acceptance  by  a warehouse  receipt  or  other  such  document  convey- 
ing or  securing  title  covering  readily  marketable  staples. 

The  authority  herein  granted  shall  be  effective  from  this  date, 
subject,  however,  to  revocation  by  the  Board  at  any  time,  upon  90 
days’  notice,  as  to  any  or  all  of  the  banks  which  are  subject  to  the 
provisions  of  this  resolution. 

Resolved  further.  That  a copy  of  this  resolution  be  sent  to  each 
bank  which  has  heretofore  been  granted  permission  by  the  Board  to 
accept  such  drafts  and  bills  of  exchange  to  an  amount  not  to  exceed 
100  per  cent,  of  its  capital  and  surplus. 


Statement  Form. 

December  16,  1915. 

Announcement  that  the  Federal  Reserve  Board  will  require 
statements  satisfactory  to  it  in  connection  with  acceptances  held  to 
mean  that  the  statement  shall  be  satisfactory  in  form. 

Negotiability  of  Bills  and  Notes  Made  Payable  ‘‘  In  Exchange.” 

{Opinion  of  Counsel.)  August  10,  1916. 

A bill  or  note  made  payable  “in  exchange”  is  not  payable  “in 
money”  and,  is,  therefore,  not  negotiable.  Federal  Reserve  Banks 
cannot  be  required  to  receive  checks  and  drafts  drawn  in  this  manner 
for  collection  or  credit. 

Drafts  Payable  With  Interest. 

{Opinion  of  Counsel.)  February  19,  1917. 

A provision  in  a draft  or  bill  of  exchange  that  it  is  payable  “with 
interest  at  the  rate  of — per  cent,  per  annum  after  maturity  if  payment 
is  delayed”  does  not  affect  the  negotiability  of  the  instrument. 

Presentment  of  Bills  for  Acceptance. 

{Opinion  of  Counsel.)  October  17,  1916. 

The  drawer  and  indorsers  of  a bill  of  exchange  made  payable  on  a 
date  specified  in  the  bill  are  not  discharged  by  a failure  to  present 
for  acceptance,  unless  the  bill  expressly  provides  that  it  must  be  pre- 
sented for  that  purpose,  or  unless  it  is  payable  elsewhere  than  at  the 
residence  or  place  of  business  of  the  drawee. 
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Place  of  Payment. 

( Opinion  of  Counsel.)  February  27,  1917. 

An  acceptance  to  pay  at  a particular  place  different  from  thp 
1 esidence  ot  the  acceptor  is  a general  acceptance,  unless  it  expressly 
5 tates  that  the  bill  is  to  be  palothere  and  not  elsewhere,  and  does  not 
1 ender  the  bill  nonnegotiable. 

April  11,  1917. 

You  ask  whether  a bank  in  accepting  a draft  of  its  customer  may 
1 nake  it  payable  elsewhere  than  at  its  banking  house. 

Under  the  opinion  given  above  it  would  seem  that  the  drawer  of 
1 he  draft  might  make  it  payable  either  at  the  bank  against  which  it 
is  drawn  or  at  some  other  place,  and  when  accepted,  it  would  be  pay- 
j ble  according  to  its  terms,  namely,  either  at  the  banking  house  of  * I 

ihe  drawee  or  at  the  other  designated  place. 

If  the  terms  of  the  original  draft  make  it  payable  at  the  banking 
1 1 ouse  of  the  drawee,  the  drawee  may  nevertheless  accept  it  payable 

elsewhere — as,  for  example,  at  a Federal  Reserve  Bank — provided 
the  acceptance  does  not  stipulate  in  terms  that  it  is  payable  only  at 
the  Federal  Reserve  Bank  and  not  elsewhere. 


Domestic  Bankers’  Acceptances. 

{Opinion  of  Counsel.)  April  21,  1917. 

A draft  drawn  by  the  purchaser  of  goods  against  a national  bank 
ii  not  eligible  for  acceptance  by  that  bank  under  the  provisions  of 
siction  13  of  the  Federal  Reserve  Act  merely  because  it  is  secured  by 
a bill  of  lading  covering  the  goods  bought. 

Rates  for  Domestic  Acceptances. 

January  27,  1916. 

Discount  rate  for  bankers’  acceptances  includes  domestic  accept- 

a aces.  t-  ^ 

Forward  Discount  Rates. 

( Opinion  of  Counsel.)  May  18,  1915. 

Federal  Reserve  Banks  may,  under  the  established  right  to  fix 
discount  rates  for  acceptances  or  other  eligible  paper,  fix  a forward 
r ite;  that  is,  a rate  to  apply  at  a future  time.  Such  a rate  is  calculated 
t ) accommodate  trade  and  commerce  as  required  by  the  Act,  and  will 
t ;nd  to  eliminate  speculation  due  to  fluctuating  rates. 

Differential  as  to  Acceptances. 

December  4,  1916. 

The  Board  has  been  considering  for  several  days  the  question 
V hether  there  should  be  any  differential  in  favor  of  acceptances  of 
n ember  banks  and  has  reached  the  conclusion  that  while  a very 
decided  differential  may  be  inadvisable,  there  is  no  objection  to  a 
moderate  differential,  say  one-fourth  of  1 per  cent.,  to  apply  between 
n ernber-bank  acceptances  and  the  acceptances  of  large  non-member 
ii  stitutions  well  known  throughout  the  country  and  whose  acceptances 
n icessarily  have  a broad  market.  There  will  be  no  inconsistency,  of 
o )urse,  in  applying  a higher  differential  to  the  acceptances  of  smaller 
a id  jess  widely  known  institutions  whose  offerings  "would  have  a 
n stricted  market  only.  As  the  Board  has  already  approved  a rate  of 
fi  om  2 to  4 per  cent,  for  bankers’  acceptances,  your  directors  of  course 
h ive  a liberal  margin  of  discretion  in  the  matter. 
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Discount  of  Acceptances  Indorsed  by  Member  Banks 
^ Located  in  Another  District. 

{Opinion  of  Counsel.)  April  30,  1915. 

Federal  Reserve  Banks  may,  under  the  provisions  of  section  13, 
discount  acceptances  based  on  the  importation  or  exportation  of 
goods,  provided  they  have  a maturity  at  time  of  discount  of  not 
more  than  three  months,  and  provided  further,  that  they  are  indorsed 
by  at  least  one  member  bank.  It  is  immaterial  whether  this  member 
bank  is  located  in  the  district  of  the  Federal  Reserve  Bank  which  is 
making  the  discount  or  in  any  other  district,  the  term  “member 
bank’’  being  broad  enough  to  include  member  banks  wherever  located. 

Such  discounts,  being  made  under  the  provisions  of  section  13, 
^ are  eligible  as  collateral  security  for  Federal  reserve  notes  issued  under 

the  provisions  of  section  16. 

i Waiver  of  Demand,  Notice  and  Protest. 

{Opinion  of  Counsel.)  February  13, 1915. 

The  acceptor  of  a bill  of  exchange  is  the  principal  debtor.  The 
law  requires  that  notice  of  demand  and  protest  be  given  to  parties 
secondarily  liable  in  case  of  dishonor.  This  right  to  receive  notice  is 
a personal  one  which  may  be  waived  by  the  parties  entitled  thereto — 
that  is,  the  drawer  and  indorsers;  but  such  waiver  has  no  effect  on  the 
acceptor  or  principal  debtor. 

Negotiability  of  Bills  of  Exchange. 

^ {Opinion  of  Cotinsel.)  April  13,  1916. 

Negotiability  of  a bill  of  exchange  is  not  affected  by  provisions 
which  waive  demand,  notice.  ^nd  protesU  which  waive  homestead 
exemption  ri^ts;  and  wTii^  provide  for  the  costs  of  collection 
and  attorney’s  fees. 

Federal  Reserve  Banks  Determine  Eligibility. 

October  8,  1915. 

Federal  Reserve  Banks  must  determine  the  eligibility  of  an 
acceptance. 

Trade  Acceptances. 

{To  a Federal  Reserve  Bank.)  March  12,  1917. 

You  are  advised  that  in  accordance  with  the  opinion  of  counsel, 

^ approved  by  the  Board,  only  those  trade  acceptances  which  are 

M drawn  at  the  time  of,  or  within  a reasonable  time  after,  the  shipment 

or  delivery  of  goods  sold  can  be  treated  as  bills  of  exchange  drawn 
against  actually  existing  value. 

A bill  drawn  for  a balance  due  on  open  account,  of  long  standing, 
which  is  accepted  by  the  debtor,  might  constitute  a trade  acceptance, 
but  in  order  for  it  to  be  excepted  from  the  limitations  imposed  by 
section  13  of  the  Federal  Reserve  Act  as  a bill  drawn  against  actually 
existing  value  it  must  have  been  drawn  contemporaneously  with,  or 
' within  such  a reasonable  time  after,  the  shipment  of  the  goods  as  to 

justity  the  assumption  thaj  the  goods  are  in  existence  uTthe  hands  of 
the  drawee  in  their  original  form  or  in  the  torm  ot  proceeds  o7  saleT" 
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As  evidence  of  this  fact  Federal  Reserve  Banks  might  reasonably 
require  such  trade  acceptances  as  are  offered  as  "j^jlls  of  exchange 
drawn  against  actually  existing  values”  to  show  the^te  ot  invoi^, 
so  that  it  may  be  determined  whether  or  not  the  account  is  one  of 
long  standing. 

Use  by  Commercial  Concerns. 

September  20,  1916. 

Knowing  the  interest  you  and  the  governor  of  your  bank  have  felt 
in  the  development  of  trade  acceptance  paper,  I thought  you  would 
be  interested  in  hearing  that  large  commercial  concerns  in  other  parts 
of  the  country  are  initiating  a practice  similar  to  that  of  a warehouse 
and  lumber  company  in  your  district,  of  allowing  a discount  where 
settlement  is  made  by  trade  acceptance.  I quote  for  your  informa- 
tion from  the  circular  of  a New  York  company,  which  has  recently 
come  to  hand,  as  follows: 

“Our  terms  are  1 per  cent,  for  cash  in  10  days  or  1 per  cent,  for 
30  days’  trade  acceptance,  in  your  option,  otherwise  strictly  net. 

“Believing  that  trade  acceptances  are  of  assistance  to  the  buyer 
and  seller  alike,  we  invite  our  customers  to  co-operate  with  us  in  their 
use.  We  offer  our  regular  cash  discount  to  customers  who,  immediately 
on  receipt  of  goods,  send  us  their  30-day  acceptances  on  the  form 
attached,  which  has  been  approved  by  the  Federal  Reserve  Banks.” 

This  is  the  kind  of  a campaign  of  education  which,  as  it  spreads, 
will  ultimately  produce,  a considerable  effec.  in  revising  borrowing 
practices  away  from  one-name  paper  to  the  highly  desirable  trade 
acceptance. 

Trade  Acceptance. 

October  26,  1915. 

Tentatively  held  that  a 90-day  sight  draft  drawn  by  a firm  in 
Calcutta  on  a company  in  Boston  and  accepted  by  that  firm,  covering 
a transaction  involving  the  transportation  of  merchandise  from 
Calcutta  to  Honolulu,  is  a trade  acceptance  rather  than  a banker’s 
acceptance.  Ruling  based  upon  tacts  submitted  and  subject  to  local 
;onditions. 

BILLS  OF  EXCHANGE  DRAWN  AGAIN.ST  ACTUALLY 

EXISTING  VALUE. 

[Opinion  of  Counsel.)  November  27,  1916. 

A bill  of  exchange  discounted  before  acceptance  may  be  said  to 
ae  drawn  against  actually  existing  value,  within  the  meaning  of 
section  13,  of  the  Federal  Reserve  Act,  when  and  only  when  it  is 
accompanied  by  shipping  documents,  warehouse  receipts,  or  other 
aapers  securing  title  to  the  goods  sold.  An  accepted  bill  of  exchange, 
maccompanied  by  shipping  documents  or  other  such  papers,  may  be 
:onsidered  as  drawn  against  actually  existing  value  if  drawn  against 
he  drawee  at  the  time  of,  or  within  a reasonable  time  after,  the 
i.hipment  or  delivery  of  the  goods  sold.  In  this  latter  case  there  must 
)e  reasonable  grounds  to  believe  that  the  goods  are  in  existence  in  the 
lands  of  the  drawee  either  in  their  original  form  or  in  the  shape  of 
he  proceeds  of  their  sale. 


Based  on  Advertising  Space. 

) {Opinion  of  Counsel.)  January  9,  1917. 

The  Federal  Reserve  Board  may  properly  rule  that  a draft  or 
bill  of  exchange  drawn  by  the  seller  on  the  purchaser  of  advertising/ 
space  and  accepted  by  such  purchaser  is  a trade  acceptance.  r 

Acceptances  for  Advertising. 

January  23,  1917. 

' The  term  “goods”  as  used  in  the  regulations  of  the  Board  includes 
goods,  wares,  merchandise,  or  agricultural  products,  including  live 
stock,  and  because  of  the  doubts  raised  as  to  whether  this  term  is 
^ broad  enough  to  include  advertising  space,  the  Board  has  ruled 

that  a draft  or  bill  of  exchange  drawn  by  a publisher,  or  other  advertis- 
ing agency,  on  the  purchaser  of  advertising  space  and  accepted  by 
such  purchaser  shall  be  considered  a trade  acceptance,  provided 
the  advertisement  on  which  the  draft  or  bill  is  based  is  for  the  purpose 
of  promoting  or  facilitating  the  production,  manufacture,  distribution, 
or  sale  of  goods,  wares,  merchandise,  or  agricultural  products,  including 
live  stock;  and  provided  further  that  such  advertisement  is  not  illegal 
and  is  not  for  the  purpose  of  promoting  or  facilitating  any  transaction 
which  is  prohibited  by  the  laws  of  the  State  in  which  it  is  to  be  con- 
summated. 

Paper  for  Rediscount. 

April  19,  1917. 

> Section  13  of  the  Federal  Reserve  Act  provides  th^  a bill,  in 

order  to  be  eligible  for  rediscount  by  a Federal  Reserve  Bank,  must 
have  a maturity  at  the  time  of  discount  oF not  moriT than  90  days. 
The  hederaP Reserve  Board  has,  therefore,  ruled  that  a demand  note 
or  bill  is  not  eligible  under  the  provisions  of  the  Act,  since  it  is  not  in 
terms  payable  within  the  prescribed  90  days,  but,  at  the  option  of  the 
holder,  may  not  be  presented  for  payment  until  after  that  time. 
The  trade  acceptance  submitted  by  you  would  very  probably  be 
construed  by  the  courts  to  be  a demand  bill,  since  no  definite  maturity 
is  fixed.  It  merely  states  that  “in  the  ordinary  course  of  business 
presentment  will  be  made  60  days  from  date,”  but  the  holder  is  not 
required  to  present  it  within  that  time. 

If  the  bill  were  altered  so  as  to  read  “on  or  before  60  days  from 
date  pay  to  the  order  of  ourselves,”  etc.,  it  would  come  within  the 
terms  of  the  law  and  would  be  eligible  for  rediscount.  In  such  case 
-«  the  holder  would  have  the  right  to  present  it  for  payment  before  the 

expiration  of  60  days,  but  could  not  defer  presentment  until  after 
that  time  without  releasing  the  indorsers. 

There  may  be  some  doubt  about  the  correctness  of  the  statement 
in  your  form  that  the  obligation  of  the  acceptor  arises  out  of  the 
purchase  of  goods  if  it  is  intended  to  have  that  acceptance  cover  future 
purchases.  The  bill,  in  order  to  be  a trade  acceptance,  must  arise 
out  of  the  purchase  of  goods,  and  unless  that  purchase  is  eith  er  con- 
summated or  actually  contracted  tor  at  the  time  tfie  bill  Is  drawn 
it  IS  doubtful  whether  you  can  properly  say  that  the  obligation  ari^s 
out  of  the  purchase  of  goods. 


32 


1 


33 


1 


Open-Market  Transactions. 


PURCHASE  OF  ACCEPTANCES. 

November  23,  1916. 

Receipt  is  acknowledged  of  your  letter  inclosing  statement  of 
t:ondition  of  a bank  in  New  Orleans,  which  institution  desires  to  offer 
Its  acceptances  to  the  branch  bank  at  New  Orleans. 

The  Federal  Reserve  Board  has  no  objection  to  your  bank’s 
authorizing  the  purchase  of  the  acceptances  of  this  institution  by  the 
branch  bank  at  New  Orleans,  but  would  like  to  be  advised,  as  a matter 
of  information,  as  to  the  character  of  the  acceptances  to  be  offered — 
' vill  they  be  against  imports  or  exports,  or  will  they  be  against  domestic 
Transactions,  or  both? 

Acceptances  of  Member  Banks. 

>Opini(m  of  Counsel.)  July  26, 1917. 

An  acceptance  which  has  been  purchased  by  the  accepting  bank 
;.nd  subsequently  rediscounted  with  its  Federal  Reserve  Bank  is  not 
j ubject  to  the  limitations  of  section  5200  of  the  Revised  Statutes. 

Purchasing  Bank’s  Own  Acceptances. 

I To  a Federal  Reserve  Bank.)  August  1, 1917. 

While  the  Board  has  ruled  that  when  a bank  buys  its  own  accept- 
ances they  are  to  be  regarded  as  loans  subject  to  the  limitations  of 
section  5200,  the  right  of  the  bank  to  resell  or  reissue  the  acceptances 
ii,  in  the  opinion  of  counsel,  fully  recognized  by  the  authorities,  and 
where  this  is  done  they  may  be  treated  as  acceptances  outstanding  and 
] lot  as  loans.  This  would  be  applicable  to  cases  where  the  acceptances 
; re  sold  to  or  rediscounted  with  a Federal  Reserve  Bank  as  well  as  to 
1 hose  cases  where  such  acceptances  are  sold  in  the  open  market. 

Purchase  of  Bank’s  Own  Acceptances. 

November  23,  1916. 

The  attention  of  the  Board  has  been  called  to  the  fact  that  in 
some  cases  member  banks,  which  are  authorized  under  the  amend- 
ment to  the  Federal  Reserve  Act  of  September  7,  1916,  to  accept 
j gainst  domestic  transactions  to  the  extent  of  50  per  cent,  of  their 
( apital  and  surplus,  have  been  extending  credits  in  this  way  and  have 
1 een  purchasing  their  own  acceptances,  under  the  impression  that  by 
this  means  they  could  extend  credits  to  a single  borrower  up  to  one- 
1 alf  of  their  capital  and  surplus  instead  of  being  restricted  to  10 
I er  cent,  as  provided  by  section  5200,  R.  S.  This  question  has  been 
c arefully  considered  by  counsel,  and  the  Board  has  ruled  that  a member 
1 ank’s  own  acceptances  purchased  by  it,  must  be  treated  as  loans  and 
ts  such  are  subject  to  the  10  per  cent  limitation.  The  opinion  of 
c ounsel  will  be  published  in  the  December  issue  of  the  Federal  Reserve 
Bulletin  {extract  of  this  opinion  follows  this  letter),  and  in  the  meantime 
5 ou  are  requested  to  correct  any  misapprehensions  that  your  member 
t anks  may  entertain  on  this  subject. 
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Member  Bank  Acceptances. 

{Opinion  of  Counsel.)  October  27 , 1916. 

(a)  The  limitations  imposed  by  section  5202,  Revised  Statutes, 
on  the  liabilities  incurred  by  any  national  bank  do  not  apply  to 
acceptances  of  such  banks. 

(b)  A member  bank  may  legally  purchase  its  own  acceptances, 
but  such  a transaction  is  equivalent  to  a loan  or  advance  to  the  cus- 
tomer for  whom  the  acceptance  was  made  and  the  liability  of  such 
customer  becomes  subject  to  the  limitations  of  section  5200,  Revised 
Statutes. 

(c)  The  limitations  imposed  by  section  5200,  Revised  Statutes, 
on  the  amount  of  money  which  may  be  borrowed  by  any  individual 
from  a member  bank  do  not  apply  to  acceptances  of  such  bank. 

(d)  The  power  of  member  banks  to  accept  drafts  or  bills  of 
exchange  should  not  be  confused  with  the  power  to  discount  the 
acceptances  of  others. 

Acceptances  Against  Bullion. 

December  4,  1916. 

The  Board  has  considered  your  letter  with  reference  to  shipment 
of  gold  bars  to  Peru,  and  has  reached  the  conclusion  that  gold  bars 
may  be  properly  considered  as  goods,  and  that  accordingly  sixty-day 
bills  when  accepted  by  banks  and  bankers  against  such  a shipment 
would  be  eligible  for  purchase  by  Federal  Reserve  Banks  as  based  upon 
or  involving  the  exportation  of  goods. 

Bill  of  Exchange  Dra.wn  by  the  Drawee. 

{Opinion  of  Counsel?)  August  2,  1916. 

An  instrument  in  the  form  of  a bill  of  exchange  drawn  by  an 
agent  of  a corporation  upon  the  corporation  itself  i$  not  a_  bill  of 
exchange  such  as  is  eligible  for  purchase  in  the  open  market  by  Federal 
Reserve  Banks. 

Bills  Drvwn  in  Foreign  Countries. 

January  21,  1916. 

Federal  Reserve  Banks  may  buy  bills  of  exchange  drawn  in  foreign 
countries  on  American  acceptors  where  in  case  it  is  impossible  to  obtain 
information  from  the  acceptor  or  drawer  a satisfactory  statement  from 
the  indorsing  bank  or  banker  as  to  financial  condition  is  obtained. 

Promissory  Notes  Not  Eligible. 

October  8,  1915. 

As  to  open-market  operations,  the  Board  has  reached  the  conclu- 
sion that  Congress  drew  a distinction  in  sections  13  and  14  between 
the  several  forms  of  commercial  paper,  and  that  promissory  notes, 
even  though  bearing  an  additional  indorsement,  must  be  regarded  as 
excluded  from  open-market  purchases  under  section  14.  There 
remained,  then,  as  eligible  for  purchase  under  this  section  ‘‘cable 
transfers”  and  ‘‘bills  of  exchange”  of  two  kinds:  (1)  So-called  foreign 
bills  of  exchange,  and  (2)  domestic  acceptances  drawn  by  one  party 
on  another,  as  by  a seller  of  goods  upon  the  purchaser,  such  as  have 
been  classified  by  the  Board  as  trade  acceptances  either  accepted  or 
not  accepted  at  the  time  of  purchase. 
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Decision  as  to  whether  banks  should  engage  in  such  open-market 
ojierations  rests  entirely  with  them  and  not  with  the  Federal  Reserve 
B )ard. 

The  Board  leaves  to  each  Federal  Reserve  Bank  the  authority 
gi  anted  under  section  14  with  respect  to  bills  of  exchange  without 
re  stricting  regulations. 

Banks  are  cautioned  that  no  bill  be  bought  in  the  open  market 
w lich,  even  if  indorsed  by  a member  bank,  would  be  ineligible  for 
rediscount  under  section  13. 

Single  Name  Paper. 

{Opinion  of  Counsel.)  October  8,  1915. 

Any  Federal  Reserve  Bank  may,  under  the  provisions  of  section 
b of  the  Federal  Reserve  Act,  purchase  acceptances  and  bills  of 
e>  change  of  certain  kinds  and  maturities  in  the  open  market,  but 
pi  omissory  notes  as  distinguished  from  bills  of  exchange,  whether  one 
oi  more  names,  are  not  eligible  for  such  purchase. 

Non-Member  Trust  Company  Acceptances  Ineligible. 

January  8,  1916. 

Acceptances  drawn  by  a manufacturer  on  and  ycepted  by  a 
tr  ist  company  not  a member  of  the  Federal  Jleserve  System,  the 
pioceeds  of  which  are  to  be  used  for  purchases  of  raw  material  and 
pj  yment  for  labor  where  the  goods  had  not  been  sold  and  no  warehouse 
receipts  or  other  instruments  could  be  furnished,  are  held  not  to  be 
el  gible  for  purchase  by  a Federal  Reserve  Bank. 

Banker’s  Acceptance  Secured  by  Bill  of  Sale. 

(( 'pinion  of  Counsel.)  November  4,  1916. 

A banker’s  acceptance  drawn  for  the  purpose  of  purchasing  goods 
se  :ured  by  a bill  of  sale  of  stock  in  hand  is  not  eligible  for  purchase  by 
F'deral  Reserve  Banks. 

Stamp  “Trade  Acceptance’’  Has  No  Value. 

February  1,  1916. 

The  fact  that  a loan  company  has  stamped  a bill  a trade  accept- 
ai  ce  and  signed  as  “acceptor”  does  not  in  itself  make  it  a trade 
a(  ceptance  and  is  not  eligible  for  purchase  as  a trade  acceptance. 


Must  Be  Accepted  by  Drawee. 

February  1,  1916. 

A draft  to  be  eligible  as  an  acceptance  must  be  accepted  by  the 
diawee  and  not  by  anyone  else.  A draff  drawn  by  a corporation 
ci  n not  be  purchased  by  a Federal  Reserve  Bank  in  the  open  market 
a?  a banker’s  acceptance.  For  the  same  reason  such  a draft  is  ineligible 
as  a trade  acceptance. 


Responsibility  With  Federal  Reserve  Banks. 

December  16,  1915. 

Ultimate  responsibility  in  purchasing  acceptances  held  to  rest 
w th  Federal  Reserve  Banks. 
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ADDENDA 

Informal  Rulings  of  the  Federal  Reserve  Board  and  Opinions  of  Counsel 
during  October,  November  and  December  of  1917 

and  January,  1918 


Acceptance  of  Drafts  With  Documents  Attached. 
{Opinion  of  Counsel.)  September  14,  1917. 

A provision  of  section  13  which  authorizes  any  member  bank  to 
accept  drafts  based  upon  the  domestic  shipment  of  goods,  provided 
shipping  documents  are  “attached,”  should  not  be  construed  so  as  to 
require  that  the  documents  be  physically  fastened  to  the  draft.  It  is 
sufficient  if  the  accepting  bank  has  possession  of  the  documents  at 
4 the  time  of  acceptance. 


Drafts  Drawn  to  Finance  Sales  to  the  United  States 

Government. 

{Opinion  of  Counsel.)  November  30,  1917. 

Drafts  drawn  in  connection  with  sales  to  the  United  States 
Government  of  lumber  or  other  material  cannot  be  treated  as  bills  of 
exchange  drawn  against  actually  existing  value  and  are  subject  to  the 
limitations  of  section  5200,  Revised  Statutes,  when  discounted  by 
national  banks.  Such  drafts  do  not  conform  to  the  requirements  of 
commodity  paper  as  defined  by  the  Federal  Reserve  Board  and  should 
not  be  discounted  at  the  rate  prescribed  for  such  paper. 

Sales  Corporations. 

{Opinion  of  Counsel.)  December  12,  1917. 

A draft  drawn  by  a lumber  corporation  upon  a sales  corporation 
which  it  and  a number  of  other  lumber  concerns  have  organized  will, 
when  accepted,  become  a trade  acceptance,  even  though  the  selling 
corporation  is  a stockholder  of  the  sales  corporation,  provided  the 
latter  is  organized  in  good  faith  and  not  merely  to  act  as  an  agent  for 
the  purpose  of  evading  the  law. 
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Trade  Acceptances. 

December  24,  1917. 

The  Federal  Reserve  Board  has  ruled  on  several  occasions  that  a 
bill  of  exchange  drawn  by  the  seller  of  goods  and  accepted  by  the 
purchaser  of  those  goods  is  a trade  acceptance,  regardless  of  whether 
or  not  the  purchaser  intends  to  resell  the  goods  or  to  use  them  for  his 
own  purpose,  and  that,  therefore,  a retail  de;der  may~ finance  the  sale 
of  his  goods  to  a retail  customer  by  means  of  th^trade  acceptance. 

The  Board  believes,  therefore,  that  a bill  drawn  by  a retail  dealer 
on  his  retail  customer  to  finance  the  sale  of  goods  to  that  customer 
is  a trade  acceptance  within  the  meaning  of  the  Board’s  regulations, 
even  though  it  is  drawn  after  the  purchaser  has  failed  to  remit  promptly 
on  an  open  account. 

The  Board  is  also  of  the  opinion,  however,  that  to  attempt  to 
use  the  trade  acceptance  in  this  manner  as  a means  of  liquidating  an 
otherwise  slow  account  would  involve  considerable  danger  to  the 
primary  purposes  of  the  trade-acceptance  movement,  and  would 
subordinate  the  trade  acceptance  to  the  open  account  by  suggesting 
it  as  a last  resort  for  bad  debts.  While,  therefore,  trade  acceptances 
of  this  character  should  probably  be  considered  eligible  as  a matter  of 
law,  nevertheless  member  banks  and  Federal  Reserve  Banks  should 
be  encouraged  to  discriminate  against  them  as  far  as  possible  for  the 
reason  just  stated. 


Warehouse  Receipts. 

{To  a Federal  Reserve  Bank.)  November  30,  1917 . 

“With  a view  to  obtaining  bank  acceptances,  some  of  our  mills 
are  taking  out  registration  for  their  storehouses  in  their  own  name, 
and  some  others  are  organizing  their  clerks  and  bookkeepers  as 
separate  corporations  to  register.  This  last  is  a mere  subterfuge,  and 
yet  the  claim  is  made  that  warehouse  receipts  of  the  latter  are  more 
favorably  considered  than  the  first.’’ 

You  ask  to  be  advised  as  to  the  attitude  of  the  Board  in  this 
matter.  While  the  Board  desires  to  encourage  in  every  way  the 
creation  of  a proper  discount  market  for  acceptances  and  the  use  of 
this  form  of  negotiable  instrument,  it  desires  the  banks  to  carefully 
observe  the  spirit  as  well  as  the  letter  of  the  law  in  developing  this 
market.  The  Board  has  heretofore  ruled  that  warehouse  receipts 
offered  as  security  for  bills  accepted  by  member  banks  under  authority 
of  section  13  of  the  Federal  Reserve  Act  must  be  issued  by  warehouses 
which  are  independent  of  the  borrower.  It  recognizes  the  separate 
entity  of  a corporation  issuing  the  receipt  when  such  corporation  is 


not  itself  the  borrower.  Where  a corporation  is  formed,  however,  as  a 
subterfuge  for  the  purpose  of  evading  the  spirit  of  the  Board’s  ruling, 
this  fact  should  be  taken  into  consideration  by  the  member  bank 
accepting  a bill  and  by  the  Federal  Reserve  Bank  to  which  it  is  offered 
for  discount. 


If  the  borrower  exercises  such  control  over  the  corporation  issuing 
the  warehouse  receipt  as  to  give  him  control  over  the  goods  in  storage, 
the  purpose  of  requiring  a receipt  of  the  independent  warehouseman 
would  be  defeated.  The  corporation  issuing  such  receipt  must  be 
^ organized  in  good  faith  as  an  independent  corporation,  and  its  affairs 
must  be  administered  by  duly  authorized  officers  and  agents  independ- 
ent of  the  borrower  in  order  to  comply  with  the  rulings  of  the  Board 
referred  to. 

Drafts  Drawn  for  the  Purpose  of  Financing  Sale 
OF  Goods  to  Allied  Purchasing  Commissions. 

{To  an  individual.)  October  19,  1917. 

I wish  to  acknowledge  receipt  of  your  letter  relating  to  the  right 
of  a member  bank  to  accept  drafts  drawn  for  the  purpose  of  financing 
the  sale  of  goods  to  one  of  the  allied  purchasing  commissions,  such 
goods  to  be  delivered  aboard  ship  and  paid  for  within  a reasonable 
time  thereafter. 

Section  13  of  the  Federal  Reserve  Act  authorizes  any  member 
bank  to  accept  drafts  or  bills  of  exchange  “growing  out  of  transactions 
involving  the  importation  or  exportation  of  goods.’’  The  Board 
believes  that  the  sale  of  goods  to  be  exported  by  the  purchaser  in  the 
manner  indicated  in  your  letter  comes  within  the  terms  of  that  section 
even  though  the  title  to  the  goods  be  transferred  to  the  foreign  pur- 
chaser before  the  shipment  out  of  the  United  States  actually  begins. 
The  transaction  against  which  the  draft  is  drawn  involves  the  direct 
sale  to  a foreign  purchaser,  and  the  fact  that  the  sale  itself  may  be 
i consummated  before  the  exportation  of  the  goods  actually  commences 
is  immaterial,  provided,  of  course,  that  the  transaction  is  bona  fide 
and  that  the  accepting  bank  has  no  reason  to  believe  that  the  purchaser 
will  divert  the  goods  from  their  foreign  destination. 

It  may  be  mentioned  in  this  connection  that  even  if  this  trans- 
action did  not  involve  the  exportation  of  goods  a member  bank  might 
accept  a draft  drawn  for  the  purpose  of  financing  it  if  it  involved  a 
domestic  shipment  of  goods  and  if  the  shipping  documents  are  attached 
at  the  time  of  acceptance.  An  acceptance  of  that  character  would 
seem  to  be  permissible  in  any  case  where  the  goods  are  shipped  from 
the  interior  to  the  seaboard  preparatory  to  exportation. 


Drafts  Drawn  “On  or  Before  90  Days  After  Sight.” 


{To  a Federal  Reserve  Bank.)  November  5,  1917. 

I have  your  letter  inclosing  a letter  from  the Bank  in 


regard  to  bills  drawn  “on  or  before  90  days  after  sight.” 

I agree  with  you  that  we  should  not  encourage  or  countenance 
this  practice.  If  the  bank  accepts,  it  ought  to  accept  for  a definite 
period,  otherwise  the  acceptance  becomes  m ettect  a limited  demand 
note,  or 'rather"  a^ertified  check  to  ^eH^esented  within  a limited 
period  of  time.  If  an  acceptance  of  this  kind  passed  into  the  hands 
of  a third  party  (other  than  the  acceptor  or  the  drawer),  this  third 
party  could  then  according  to  his  own  requirements  present  this 
note  for  payment  on  any  day  he  pleased,  and  probably  the  acceptor 
could  not  be  put  in  funds  in  time.  There  may  be  conditions  where 
the  drawer — the  goods  being  still  in  course  of  transportation — would 
not  be  in  a position  to  cover  the  acceptor,  even  when  requested  by  the 
latter  to  do  so. 

All  that  is  required,  I believe,  is  an  understanding  with  the 
Federal  Reserve  Bank  that  it  would  permit  the  acceptor  to  take  up 
its  acceptance  before  maturity  under  rebate,  and  if  a Federal  Reserve 
Bank  wants  to  encourage  his  business  there  is  no  reason  why  the 
Federal  Reserve  Bank  could  not  make  such  an  arrangement.  But 
any  such  agreement  would  be  a voluntary  one  between  a holder  of  the 
acceptance  and  the  acceptor  and  could  not  affect  a fourth  party  who 
might  happen  to  become  the  holder  of  the  acceptance. 


Stamp  Tax  on  Acceptances. 

{To  a Federal  Reserve  Agent.)  November  13,  1917. 

With  reference  to  your  telegram  of  November  8,  reading  as  fol- 
lows: 

“Are  acceptances  originating  outside  but  payable  inside  this 
country  subject  to  stamp  taxes?” 

“Are  acceptances  originating  inside  but  payable  outside  subject 
to  stamp  taxes?” 

I beg  to  advise  that  the  matter  was  referred  to  the  Board’s  counsel 
for  a ruling,  which  he  has  rendered  as  follows : 

“In  my  opinion  questions  should  be  answered  in  the  affirmative.” 
In  support  of  his  decision,  counsel  cites  sections  800,  801  and  802 
of  the  act  approved  October  3,  1917. 
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Form  of  Trade  Acceptance. 


I 


1 


I 
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'Vo  an  Individual.)  June  25,  Ipi8. 

Receipt  is  acknowledged  of  your  letter  outlining  two  forms  of  trade 
ic  ceptances  and  requesting  an  expression  of  the  Board’s  preference.  The 
n itter  was  referred  to  counsel,  and  the  Board  concurs  with  his  opinion 
:hat  Form  2 would  seem  to  be  the  most  desirable,  since  it  contains  a 
;pecific  request  to  pay  the  draft,  instead  of  a mere  implied  request  or 
fir  liver  of  further  notice. 

^I'rom  an  l7tdividual.)  June  5,  igi8. 

Various  clients  of  ours  send  their  trade  acceptances  to  all  States  of 
:hj  Union  and  wish  to  have  them  so  worded  that  it  would  be  proper  for 
i Dank  in  any  State,  including  the  State  where  the  negotiable-instrument 
a V has  not  been  enacted  or  it  has  been  modified,  to  pay  the  acceptance 
,v:  thout  previously  notifying  the  acceptor. 

Will  you  advise  me  if  the  wording  in  either  form  of  indorsement, 
IS  noted  below,  should  be  sufficient  warrant  for  the  bank  to  pay  the 
ac  :eptance  from  funds  of  the  acceptor  in  their  hands  without  notification 
to  the  acceptor? 

{Form  i.)  {Form  2.) 


kcc  spied  at 191 

k where  Payable 

< ’ STithout  farther  notice  to  acceptor.) 

ld<  ress  of  bank  

i.  f no  bank,  address  of  acceptor.) 

'la;  ae 

(.  Lcceptor’s  authorized  signature.) 

h 


Accepted  at 191 . 

Bank  where  payable 

(If  no  bank,  address  of  acceptor.) 

Address  . . 

(Pay  as  specified,  charge  to  the  account  of.) 

Name  - . 

(Acceptor’s  authorized  signature.) 

By 


Eligibility  of  a Note  of  an  Acceptance  House  or  Broker. 

(To  a Federal  Reserve  Bank.)  January  21^  igi8. 

The  note  of  an  acceptance  house  or  broker  could  not  be  said  to  have 
be  in  u^  tor  an  industrial,  agricultural,  or  commercia[  pur^se,  since 
tH : business  of  such  acceptance  house  or  proker  is  not  such  a^to  come 
\OTthin  any  ot  these  classifications.  The  fact  thiad  the  note  is  securedTiy 
eF^ible  paper  is  immaterial  it  The  proceeds  are  not  used  for  one  of  the 
purposes  mentioned. 

Bills  Payable  to  the  Order  of  the  Drawee. 

(Opinion  of  Counsel.)  December  ij,  1917. 

A bill  made  payable  to  the  order  of  the  drawee  is  not  negotiable 
until  the  drawee  as  payee  has  indorsed  it.  When  it  has  been  accepted 
anl  indorsed  by  the  drawee  it  is  a valid  negotiable  instrument  in  the 
hands  of  a third  party,  and  the  drawer  is  not  released,  since  the  terms 
of  his  order  have  been  specifically  complied  with. 

Form  of  Draft. 

(1  o a National  Bank.)  Jatmary  17,  1918. 

You  ask  whether  there  is  any  objection  to  the  form  of  draft  used 
by  some  of  your  cotton  mills  which  are  purchasing  cotton  from  mer- 
chants, and  whether  such  a draft  made  payable  at  sight  and  accepted  by 
th(  drawee  is  negotiable  if  it  contains  the  following  provision:  “With 

interest  at  the  rate  of  6 per  cent,  per  annum  if  payment  is  delayed.” 

2 


In  reply  you  are  advised : 


(a)  That  the  Board  knows  of  no  objection  to  the  use  of  the  draft 
in  the  form  submitted. 

(b)  If  made  payable  at  sight  and  accepted  by  the  drawee  it  should 
not  be  discounted  as  a draft  or  bill  of  exchange,  since  in  practically  all 
States  a draft  payable  at  sight  becomes  payable  without  grace  as  soon 
as  presented  or  exhibited  to  the  drawee.  This  being  true,  if  the  holder 
presented  it  for  acceptance  instead  of  for  payment  the  drawer  and  in- 

^ dorsers  would  probably  be  released  and  the  holder  would  have  recourse 

only  against  the  acceptor  as  the  party  primarily  liable.  Such  a draft 
would  not  be  eligible  for  rediscount  with  a Federal  Reserve  Bank,  since 
It  would  not  have  a fixed  maturity  ot  less  than  days.  To^all  intenfs 
and  purposes  it  \rould  be  the  promissory  note  oFthe  acceptor  and  his 
I liability  to  the  bank  would  be  subject  to  the  limitations  of  section  5200 

' Revised  Statutes. 

(c)  In  the  opinion  of  the  Board  the  insertion  of  the  language  sug- 
gested would  not  affect  the  negotiability  of  the  instrument  if  it  is  con- 

’ strued  to  mean  that  interest  at  the  rate  of  6 per  cent,  per  annum  is  to 

■ begin  to  run  from  date  of  maturity.  It  is  inadvisable,  however,  in  any 

\ case  to  insert  language  the  meaning  of  which  is  ambiguous,  and  the  clause 

suggested  in  your  letter  is  open  to  this  criticism. 

I Acceptance  of  Drafts  With  Documents  Attached. 

f 

(Opinion  of  Counsel.)  Jatiuary  ji,  1918. 

Under  the  provision  of  section  13,  which  authorizes  any  member 
bank  to  accept  drafts  based  upon  domestic  shipment  of  goods,  provided 
I shipping  documents  conveying  or  securing  title  are  attached,  such  docu- 

ments must  be  made  out  or  indorsed  so  as  to  convey  or  secure  title  to 
the  accepting  bank. 

Eligibility  of  Trade  Acceptances  for  Rediscount. 

(To  a Corporation.)  January  16,  1918. 

The  Board’s  conception  of  the  trade  acceptance  is  that  it  is  an  instru- 
ment which  carries  upon  its  face  the  evidence  of  the  commercial  char- 
I acter  of  the  transaction  which  gave  it  birth.  The  finance  paper  of  the 

Corporation,  issued  against  drafts  drawn  by  it  on  dealers  and 

placed  in  trust  to  secure  such  paper  issued  by  it  in  the  shape  of  notes 
or  certificates,  gives  no  indication  whatever  as  to  the  nature  of  the  secur- 
ity, which  may  or  may  not  be  eligible  paper.  The  Board  does  not  concur 
in  your  opinion  that  the  statute  is  satisfied  “when  the  proceeds  of  a note 
are  used  for  a commercial  purpose,  regardless  of  whether  or  not  the 
maker  of  the  note  is  the  purchaser  of  the  goods  or  whether  in  substance 
the  maker  of  the  note  is  extending  credit  to  the  actual  purchaser,”  etc., 

, for  if  the  maker  of  the  note  in  the  case  cited  is  extending  credit  to  the 

actual  purchaser,  it  necessarily  follows  that  the  Corporation  is 

not  itself  the  actual  purchaser  but  is  lending  its  funds  to  the  purchaser 
j to  pay  the  purchase  price.  If  such  a transaction  conforms  to  the  statute, 

then  any  bank  could  borrow  money  and  lend  the  proceeds  of  its  note  to  a 
customer  who  would  use  such  proceeds  for  a commercial  purpose,  and 
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I rediscount^  claim  that  its  own  note  would  thereby  become  eligible  for 

r.+*  appears  to  the  Board  that  the Corporation  by  issuing  notes 

^ ot  this  character  is  really  raising  money  for  capital  requirements  for 
, similar  transactions  in  the  future,  and  that  the  whole  plan  is  in  essence 
, a hnance  operation  rather  than  a commercial  transaction 

T * 

^ Draft  Drawn  for  Insurance  Premium  as  a Trade  Acceptance. 

' (To  a Federal  Reserve  Bank.)  March  6,  1918. 

A draft  drawn  by  a casualty  company  against  a policyholder  for 
• premiums  could  hardly  be  said  to  be  a draft  by  the  seller  on  the  purchaser 

■ of  goods  sold  and  would  not,  in  the  opinion  of  the  Board,  come  within 

the  jDOcird  s present  definition  of  a trade  acceptance, 

' It  is,  of  course,  within  the  power  of  the  Board  to  extend  this  defini- 

tion  so  as  to  include  drafts  drawn  for  insurance,  services  rendered  etc. 

• 1 it  determines  this  to  be  advisable.  It  would,  however,  require  rather 

• a forced  construction  to  treat  a draft  drawn  for  an  insurance  premium 

as  a trade  acceptance  under  the  present  definition  of  the  Board. 

, Limitations  Under  Section  5200  R.  S. 

I (To  a Federal  Reserve  Bank.)  February  8,  1918 

C If  3^  national  bank  has  loaned  to  a single  firm  or  corporation  an 

^ amount  equal  to  10  per  cent,  of  its  capital  and  surplus,  may  it,  while  such 

' loan  remains  outstanding,  accept  any  drafts  drawn  by  that  same 

corporation  ? 

In  an  opinion  of  counsel  for  the  Federal  Reserve  Board  (see  “Mem- 
I her  Bank  Acceptances,”  page  35  of  our  pamphlet  on  ACCEPTANCES) 
the  conclusion  is  reached  that  the  limitations  imposed  by  section  5200 
I of  the  Revised  Statutes  on  the  amount  of  money  which  may  be  borrowed 
j by  any  one  firm  or  corporation  from  a member  bank  do  not  apply  to  or 
, restrict  acceptances  by  that  bank. 

j The  Board  is  of  the  opinion,  therefore,  that  where  the  national  bank 

has  already  loaned  10  per  cent,  of  its  capital  and  surplus  to  a certain 
company,  it  may,  while  the  loan  is  still  outstanding,  obligate  itself  as 
- acceptor  on  a draft  drawn  by  that  same  company.  The  limitations  of 

^ section  5200  on  the  amount  of  money  which  may  be  borrowed  from  a 
^ member  bank  are  separate  and  distinct  from  and  in  no  way  restrict  the 

limitations  of  section  13  of  the  Federal  Reserve  Act  on  the  amount  of 
’ drafts  which  a member  bank  might  accept  for  any  one  firm  or  corpora- 

f j tion.  If,  however,  the  member  bank  discounts  its  own  acceptance  under 

1 I the  foregoing  circumstances,  it  must,  as  heretofore  ruled,  treat  the  trans- 

i * action  as  a loan  and  not  as  an  acceptance,  and  could  not  in  that  case  lend 

to  and  accept  for  the  same  firm  in  an  aggregate  amount  in  excess  of  the 
10  per  cent,  prescribed  by  section  5200. 

;(1 

! Drafts  for  Purchase  of  Electrical  Goods,  Including  Cost  of 

Installation,  as  Trade  Acceptance. 

: . ’(To  a Federal  Reserve  Bank.)  February  2^,  1918. 

^ May  drafts  drawn  for  the  purchase  price  of  electrical  and  mechani- 
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cal  goods,  which  include  the  cost  of  installation,  be  treated  as  trade 
acceptances  when  such  drafts  are  accepted  by  the  purchaser? 

It  appears  that  it  is  customary  for  the  seller  of  such  goods  to  con- 
tract for  their  installation  and  to  include  the  cost  of  installation  in  the 
selling  price. 

In  the  opinion  of  the  Board  such  an  acceptance  would  come  within 
i the  Board’s  definition  of  a trade  acceptance. 

['  Acceptances  Secured  by  Chattel  Mortgages  on  Cattle. 

(To  a Federal  Reserve  Bank.)  March  2j,  1918. 

“May  arrangements  be  made  for  banks  to  accept  or  make  accept- 
ances based  on  chattel  mortgages,  or  so-called  cattle  loans,  with  the  agree- 
I ment  to  renew  these  acceptances  for  90  days  two  or  three  times  ?” 

In  the  opinion  of  the  Board,  national  banks  are  not  authorized  by 
law  to  accept  drafts  or  bills  that  are  secured  by  chattel  mortgages  on 
cattle.  The  Board’s  counsel  says : 

“Under  the  terms  of  section  13  of  the  Federal  Reserve  Act,  national 
banks  are  permitted  to  accept  drafts  in  a domestic  transaction  only  when 
I shipping  documents  conveying  or  securing  title  are  attached  at  the  time 

' of  acceptance,  or  when  such  drafts  are  secured  at  the  time  of  acceptance 

by  warehouse  receipt  or  other  such  document  conveying  or  securing  title 
covering  readily  marketable  staples.  In  the  case  under  consideration  no 
shipping  documents  are  attached,  and  in  the  opinion  of  this  office  a chattel 
mortgage  on  cattle  is  not  a document  similar  to  a warehouse  receipt  con- 
veying or  securing  title  to  readily  marketable  staples.  In  the  case  of  a 
chattel  mortgage  the  borrower  retains  possession  of  the  goods  and  merely 
vests  the  legal  title  as  security  for  the  debt.” 

Cattle  as  Readily  Marketable  Commodity. 

(To  Federal  Reserve  Banks.)  March  29,  1918. 

An  informal  ruling  of  the  Board  to  the  effect  that  it  is  the  view  of 
the  Board  that  cattle  should  be  considered  as  a readily  marketable  com- 
modity and  that  a Federal  Reserve  Bank  may  consider  as  eligible  a 
bankers’  acceptance  secured  by  a chattel  mortgage  on  cattle,  has  appar- 
ently been  construed  to  mean  that  a national  bank  may  accept  drafts  if 
secured  at  the  time  of  acceptance  by  a chattel  mortgage  on  cattle. 

In  the  particular  instance  in  which  this  ruling  was  made  the  drafts 
were  drawn  against  a trust  company  which  was  not  a member  of  the 
Federal  Reserve  system  and  the  question  before  the  Board  was  whether 
or  not  this  banker’s  acceptance  was  eligible  for  discount  by  a Federal 
Reserve  Bank  and  not  whether  a national  bank  was  authorized  to  accept 
drafts  or  bills  of  exchange  secured  by  a chattel  mortgage.  As  the  lan- 
guage of  the  ruling  is,  however,  susceptible  of  this  interpretation,  the 
Board  desires  to  correct  any  misapprehension  on  the  subject  and  has  ruled 
that  drafts  or  bills  of  exchange  drawn  in  domestic  transactions  against  a 
national  bank  cannot,  under  authority  of  section  13,  be  accepted  when 
secured  by  a chattel  mortgage  on  cattle,  but  only  when  accompanied  by 
shipping  documents  or  when  secured  by  a warehouse  receipt  or  other 
j similar  documents  conveying  or  securing  title  to  readily  marketable  staples. 

While  cattle  may  be  treated  as  readily  marketable  staples,  a chattel 
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mortgage  is  not  considered  a document  similar  to  a warehouse  receipt,. 
' since  the  borrower  retains  the  possession  of  the  goods  and  conveys  to  the 
bank  only  the  legal  title. 

, The  Board  having  reached  the  conclusion  that  national  banks  are  not 

authorized  to  accept  bills  secured  by  chattel  mortgages  on  cattle,  deems 
it  advisable  that  Federal  Reserve  Banks  should  consider  as  ineligible  bills 
; drawn  against  the  security  of  such  chattel  mortgages,  whether  accepted 
j by  member  or  nonmember  banks. 

' Receipt  of  Custodian  of  Wool  as  Warehouse  Receipt. 

i (To  a Federal  Reserve  Bank.)  June  1918. 

ii  It  being  understood  that  wool  is  stored  in  buildings  under  control 
of  custodian  entirely  independent  of  borrower,  custodian’s  certificate  or 

, receipt,  if  issued  in  proper  form  to  convey  or  secure  title,  may  be  treated 
as  a warehouse  receipt  within  the  meaning  of  section  13  of  the  Federal 
i Reserve  Act,  and  acceptance  of  member  bank  under  such  conditions 
! would  be  eligible  for  rediscount. 

I 

Trade  Acceptance  Providing  for  Discount  If  Paid  at  Maturity. 

, ( Opinion  of  Counsel.)  January  26,  1918. 

’ A trade  acceptance  which  consists  of  an  order  to  pay  a certain 

’ amount,  which  is  me  amount  of  the  debt  minus  a discount  for  prompt 
' payment  at  maturity,  or,  if  not  paid  at  maturity,  to  pay  a greater  amount, 

which  is  the  amount  of  the  debt  without  any  discount,  is  an  order  to  pay 
a sum  certain  and  is  negotiable. 

Acceptances  by  Correspondents  at  Request  and  Under  Guarantee 
' OF  National  Banks. 

I (Opinion  of  Counsel.)  March  7,  1918. 

I Drafts  accepted  by  foreign  correspondents  at  the  request,  and  under 

. the  guarantee  of  a national  bank  in  the  United  States,  should  be  reported 

, as  a direct  liability  of  such  national  bank,  and  should  be  treated  as  sub- 

I ject  to  the  limitations  imposed  by  the  Federal  Reserve  Act  on  the  accept- 
ance power  of  national  banks. 

Acceptances  Without  Documents  Attached. 

(Opinion  of  Counsel.)  March  22,  1918. 

' The  acceptance  of  a draft  by  a member  bank  against  an  acceptance 

; agreement  which  purports  to  assign  to  the  bank  certain  collateral  secur- 
ity,  but  which  does  not  specifically  mention  any  security  as  assigned,  is 
' an  ordinary  accommodation  acceptance,  and  is  not  authorized  by  law. 

Eligibility  of  Trade  Acceptance  for  Gas  Sold. 

(To  an  Individual.)  A pril  2 3,  19 18. 

Your  letter  with  reference  to  the  eligibility  of  a trade  acceptance 
. given  by  a gas  distributing  company  to  a gas  producing  company  in  pay- 
• ment  for  gas  sold,  has  been  considered  by  the  Federal  Reserve  Board. 

The  question  presented  for  determination  is  whether  natural  gas 
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actually  sold  and  delivered  by  a distributing  company  is  “goods  sold” 
within  the  meaning  of  the  Federal  Reserve  Board’s  regulations  defining 
a trade  acceptance.  The  Board  is  of  the  opinion  that  an  acceptance 
drawn  by  a ps  producing  company  on  a gas  distributing  company  and 
accepted  by  the  latter  in  payment  for  the  gas  sold  and  delivered,  is  a trade 
acceptance,  pd  that  it  is  eligible  for  rediscount  by  a Federal  Reserve 

^ank,  provided,  of  course,  it  also  conforms  to  the  other  requirements  of 
the  Board  s regulations. 

Acceptances  in  Domestic  or  Foreign  Transactions. 

(To  a Federal  Reserve  Bank.)  April  10  1918 

It  appears  that  the certifies  that  a draft  drawn  by  it  against 

drawn  for  the  purpose  of  financing  the  sale  to  the  Allied 
urchasing  Commissions  of  packing-house  products  contracted  for  export 
to  Europe.  You  ask  whether  this  can  be  treated  as  a banker’s  acceptance 

against  goods  for  export.  It  is  assumed  that  the  firm  of has  no 

contract  to  export  and  that  its  transaction  is  completed  when  its  sale  is 
made  to  the  Allied  Purchasing  Commission. 

a A appears  to  be  covered  by  the  following  opinion  of  counsel  • 

A transaction  in  order  to  be  the  basis  of  a draft  or  bill  eligible  for 
acceptance  by  a member  bank  must  itself  involve  the  importation  or  ex- 
portation of  goods.  A transaction,  wholly  independent  of  the  transaction 
covering  the  importation  or  exportation  of  goods,  is  not  sufficient  basis 
tor  an  acceptance  under  the  terms  of  section  13.” 

In  each  of  the  cases  submitted  by  you  it  appears  that  the  contract 
between  the  seller  of  the  goods  who  draws  the  draft  and  the  purchaser  is 
entirely  independent  of  the  contract  for  the  export  of  the  goods.  This 
being  true,  the  draft  would  have  to  be  treated  as  drawn  in  a domestic 
transaction,  and  the  drafts  should  be  accompanied  by  shipping  documents 
or  secured  by  warehouse  receipts  or  other  similar  documents  conveying 
and  securing  title  when  accepted  by  the  drawee  bank. 

A different  situation  would,  of  course,  be  presented  if  the  drawee 
bank  accepted  the  drafts  at  the  instance  of  the  purchaser  of  the  goods 
the  purchaser  having  a contract  to  export  such  goods.  In  such  case,  the 
drafts  would  grow  out  of  a transaction  involving  the  export  of  the  o-oods 
and  could  be  accepted  by  the  drawee  bank  under  authority  of  section  13 
of  the  Federal  Reserve  Act. 

Bankers’  Export  Acceptances  Defined. 

(Opinion  of  Counsel.)  April  i,  1918. 

Where  a dealer  who  is  engaged  in  the  purchase  of  the  same  character 
and  class  of  goods  for  export  and  for  domestic  use  desires  to  finance 
the  purchase  and  sale  of  goods  to  be  exported,  his  agreement  with  a 
member  bank  accepting  such  drafts  should  show  that  he  has  a contract 
for  the  export  of  the  goods ; that  the  total  amount  of  drafts  drawn  under 
such  credit  will  not  exceed  the  aggregate  amount  involved  in  the  export 
transaction , that  the  proceeds  of  the  drafts  are  to  be  used  in  connection 
with  the  export  transaction;  and  that  the  proceeds  of  the  sale  of  the 
goods  exported  will  be  applied  in  payment  of  the  acceptances  unless  the 
dealer  has  in  the  meantime  placed  the  bank  in  funds  to  meet  them  at 
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maturity,  or  has  secured  such  acceptances  in  the  manner  required  of 
d amestic  acceptances. 

CCEPTANCE  BY  MeMBER  BaNKS  OF  DRAFTS  DrAWN  IN  TRANSACTIONS 

Involving  Export  of  Goods. 

( Opinion  of  Counsel.)  April  ii,  iqi8. 

A dealer  having  drawn  drafts  accepted  by  a member  bank  in  an 
export  transaction  should  be  given  the  option,  with  the  consent  of  the 
a:cepting  bank,  to  secure  such  drafts  in  the  manner  required  of  those 
drawn  in  domestic  transactions  if  he  wishes  to  use  the  proceeds  derived 
f -om  the  sale  of  the  goods  exported  for  purposes  other  than  the  payment 
0 E such  acceptances. 

Trade  Acceptances  in  Connection  With  Sales  on  Installment 

Plan. 

(To  an  Individual.)  April  15,  IQ18. 

Relative  to  the  use  of  trade  acceptances  in  connection  with  the  sale 
of  coffee  mills,  etc.,  on  an  installment  plan,  the  counsel  of  the  Board 
r ;ports  as  follows : 

“If  the  purchaser  is  willing  to  accept  the  draft  in  advance  of  the 
delivery  of  the  goods,  there  would  seem  to  be  no  reason  why  such  an 
a :ceptance  should  not  be  treated  on  the  same  basis  as  a bill  drawn  and 
a :cepted  after  delivery  of  such  goods.”  • 

A memorandum  presented  to  the  Board  on  the  same  subject  con- 
tains the  following  paragraph,  which  is  herewith  transmitted  as  the  ex- 
, p ression  of  the  Board’s  views  on  this  question : 

! “After  the  rnachines  have  been  made  and  delivered  to  the  ciistnmer, 

! a id  after  the  seller  has  been  notified  by  the  customer  of  the  delivery, 
tj  ien~the  seller  fills  in  his  name  on  the  acceptances  as  drawer^  and  glso 
I fi  Is  in  the  date  of  maturity,  ! T . the  total  installment  acceptances 
i a nounting  to  the  agreed  price.  None  of  these  acceptances  could  be  nego- 
i ti nor,  in  fact,  is  an  acceptance  at  all  until  at' ter  the  machine  has  be^en 
( 3 ;livered~and  accepted  by  the  purchaser.  It  would  seem  ! ! ! that 

I tl  lis  is  clearly  a case  of  a trade  acceptance  and  should  be  entitled  to  pref- 
i e ential  rates  as  such.” 

' Acceptance  of  Drafts  Against  Sugar  in  Bond. 

(Vo  a Federal  Reserve  Bank.)  May  7,  iqi8. 

' It  is  the  understanding  of  this  office  that  sugar  referred  to  is  placed 
i ii  bond  under  transit  entry  and  warehouse  receipt  issued  by  collector  in 
' n igotiable  form,  but  sugar  cannot  be  withdrawn  for  domestic  sale  or 
I consumption  without  special  permission  of  Treasury  Department.  Board 
is  of  opinion  that  member  banks  may  legally  accept  drafts  drawn  against 
St  curity  of  such  warehouse  receipt  properly  assigned. 

I Discount  of  Acceptances  Not  Paid  at  Federal  Reserve  Bank. 

( 

\ (To  Federal  Reserve  Banks.)  May  7,  igi8. 

The  discount  committee  of  the  Federal  Reserve  Board  has  reported 
tl  at,  in  its  opinion,  “Federal  Reserve  Banks  should  insist  that  acceptances 
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when  due  should  be  paid  by  checks  on  the  local  Federal  Reserve  Bank, 
in  order  that  they  may  be  charged  to  the  account  of  the  acceptor  on  the 
day  of  maturity,  or  else  that  acceptances  should  be  paid  by  checks  through 
the  clearings.  If  an  arrangement  on  these  lines  cannot  be  perfected. 
Federal  Reserve  Banks  ought  to  be  required  to  add  one  day  to  the  actual 
number  of  days  the  acceptance  has  to  run  when  bought,  so  as  to  make 
up  for  the  loss  of  interest  incurred  in  collecting  in  this  manner.” 

This  report  has  been  agreed  to  by  the  Board,  and  your  bank  is  re- 
quested, in  buying  acceptances,  to  charge  discount  for  one  additional  day, 
except  in  cases  where  satisfactory  arrangements  are  made  to  make  actual 
cash  payment  at  the  Federal  Reserve  Bank  on  the  day  of  maturity. 

Bills  Payable  Elsewhere  Than  in  the  United  States. 

(To  a Federal  Reserve  Bank.)  May  //,  1918. 

I have  your  letter  asking  whether  or  not  Federal  Reserve  Banks  are 
authorized  to  purchase  bankers’  acceptances  payable  elsewhere  than  in  the 
United  States. 

You  are  advised  that  under  regulations  of  the  Federal  Reserve  Board 
defining  bankers  acceptances,  any  bill  which  is  payable  elsewhere  than  in 
the  United  States  would  not  be  eligible  for  purchase  as  a bankers’  accept- 
ance, under  the  provisions  of  regulations  A and  B,  series  of  1917  (see 
pagp  11  to  17  of  our  pamphlet  on  ACCEPTANCES),  even  though 
eligible  in  all  other  respects. 

The  acceptance  to  which  you  refer,  however,  might  properly  be  pur- 
chased as  a bill  of  exchange  payable  in  a foreign  country  in  accordance 
with  the  provisions  of  Special  Instruction  No.  2 of  1916,  subsection  (b) 
Purchase  of  cable  transfers  and  foreign  bills  of  exchange. 

In  order  to  carry  on  open-market  transactions  in  cable  transfers 
and  foreign  bills  of  exchange  (including  foreign  bankers’  acceptances)  — 
that  is,  payments  to  be  made  in,  or  bills  payable  in,  foreign  countries — 
it  will  be  necessary  for  Federal  Reserve  Banks  to  open  accounts  with 
correspondents  or  establish  agencies  in  foreign  countries.  Such  bills  of 
exchange  and  foreign  acceptances  must  comply  with  the  applicable  re- 
quirements of  sections  13  and  14.  Inasmuch  as  the  law  prescribes  that 
these  foreign  accounts  and  accounts  opened  by  Federal  Reserve  Banks 
for  such  foreign  correspondents  or  agents  are  to  be  established  only  with 
the  consent  of  the  Federal  Reserve  Board,  Federal  Reserve  Banks  will 
be  required  to  communicate  with  the  Federal  Reserve  Board  whenever 
they  are  ready  to  enter  these  foreign  fields. 

“The  Federal  Reserve  Board  realizes  that  in  dealing  in  foreign 
exchange  the  Federal  Reserve  Banks  must  necessarily  have  wide  discre- 
tion in  determining  the  rates  at  which  they  will  buy  or  sell.  It  is  not 
necessary  that  foreign  bills  shall  have  been  actually  accepted  at  the  time 
61  pur^a^  ThUEederal  Reserve  BoaTd,  howeverUwnrrequire  tEat 
uiiaccepieT!~‘long  bill^ payable  m toreign  countries,  when  purchased , 
unless  secured  by  documents,  shall  bear  one  satislactorUlndfirsem'fTrt 
other  than  those  of  the  drawer  oF  acceptor,  jj re t e rably  "that  of  aTlianlver. 
Federal  Reserve  Banks  should  exercise  due  cautlblTTn'd^ing  in  foreign 
bills,  and  boards  of  directors  should  fix  a limit  within  which  the  accept- 
ances or  bills  of  a single  firm  mav  be  taken.” 
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War  Stamp  Taxes. 

March  26,  iqi8. 

The  following  is  a reprint  of  Treasury  decision  (T.  D.  2682)  relat- 
ing to  war  stamp  taxes  on  negotiable  instruments: 

The  stamp  tax  on  drafts  and  checks  imposed  by  Schedule  A of 
Title  \TII  of  the  act  of  October  3,  1917,  attaches  to  drafts  or  checks 

(1)  at  the  time  of  delivery,  if  (2)  delivered  within  the  territorial  juris- 
diction of  the  United  States  and  (3)  expressed  to  be  payable  otherwise 
than  at  sight  or  on  demand,  but  not  to  drafts  or  checks  not  yet  delivered, 
or  delivered  in  a foreign  country,  or  expressed  to  be  payable  at  sight  or 
on  demand. 

Schedule  A of  Title  VIII  imposes  a tax  on — 

“6.  Drafts  or  checks  payable  otherwise  than  at  sight  or  on  demand.” 
By  section  800  of  the  act  the  tax  is  payable  in  respect  of  such  drafts  and 
checks,  or  in  respect  of  the  paper  upon  which  they  are  written,  by  any 
person  who  makes,  signs,  or  issues  the  same,  or  for  whose  use  or  benefit 
the  same  are  made,  signed,  or  issued.  By  section  802  anyone  is  guilty  of 
a misdemeanor  who  “(a)  makes,  signs,  issues,  or  accepts,  or  causes  to 
be  made,  signed,  issued,  or  accepted,  any  instrument,  document,  or  paper 
of  any  kind  or  description  whatsoever  without  the  full  amount  of  tax 
I thereon  being  duly  paid.” 

I ( 1 ) The  general  rule  is  that  a taxable  draft  or  check  becomes  sub- 

ject to  the  tax  concurrently  with  its  delivery.  In  the  case  of  a draft  the 
rule  means  that  the  tax  attaches,  not  when  it  is  signed  by  the  drawer,  or 
presented  to  the  drawee  for  acceptance,  or  accepted  by  him,  but  when  it 
is  delivered  to  the  payee,  if  drawn  to  a third  person,  or  negotiated  by 
the  drawer,  if  drawn  to  his  order,  whether  such  delivery  or  negotiation 
takes  place  before  or  after  acceptance. 

If  a draft  was  drawn  and  accepted  before  the  passage  of  the  act, 

, but  not  delivered  or  negotiated  until  afterwards,  the  tax  is  payable.  If 

j a draft  is  presented  to  the  drawee  for  acceptance  and  discount  by  him, 

stamps  must  first  be  affixed  by  the  drawer,  for  the  acceptance  and  deliv- 
ery are  simultaneous. 

The  payee  or  indorsee  from  the  drawer  must  see  to  it  that  the  drawer, 
as  the  person  “who  makes,  signs,  or  issues”  the  draft,  pays  the  tax  before 
deliver}'.  “Accept”  is  used  in  the  penal  provision  in  section  802  in  the 
general  sense  of  “receive,”  not  in  the  special  sense  peculiar  to  drafts.  No 
drawee  accepting  an  unstamped  undelivered  draft  would  violate  the  law ; 
but  if  the  draft  has  already  become  taxable  because  of  a prior  delivery, 
the  acceptor  must  be  sure  that  the  stamps  are  affixed. 

(2)  The  general  rule  is  that  a taxable  draft  or  check  becomes  subject 
to  the  tax  if  delivered  within  the  territorial  jurisdiction  of  the  United 
States.  The  rule  means  that  the  tax  does  not  attach  to  a draft  drawn 
and  accepted  here,  but  delivered  abroad,  whether  before  or  after  accept- 
ance, but  does  attach  to  a draft  delivered  here,  whether  before  or  after 
acceptance,  although  drawn  and  accepted  abroad.  In  general,  a draft 
sent  through  the  mail  is  delivered  when  and  where  deposited  in  the  mail 
addressed  to  the  payee  or  the  indorsee  from  the  drawer. 

If  a draft  drawn  abroad,  on  a foreign  drawee,  with  a foreign  payee, 
passes  through  a bank  here  in  the  course  of  collection,  no  tax  is  payable, 
unless  it  should  be  delivered  by  an  agent  of  the  drawer  to  an  agent  of  the 
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payee  within  the  United  States.  Because  of  the  constitutional  restriction 
that  no  tax  or  duty  shall  be  laid  on  articles  exported  from  any  State, 
drafts  with  bill  of  lading  attached  covering  goods  in  the  course  of  expor- 
tation are  not  subject  to  tJie  tax. 

(3)  The  general  rule  is  that  a draft  or  check  delivered  within  the 
United  States  is  subject  to  the  tax  if  expressed  to  be  payable  otherwise 
than  at  sight  or  on  demand. 

Accordingly,  an  ordinary  sight  draft  with  bill  of  lading  attached  is 
not  taxable,  but  a draft  expressed  to  be  payable  at  sight  “on  arrival  of 
car,”  or  confidning  a memorandum  to  hold'  until  arrival  of  car,  is.  A 
sight  draft,  accompanied  by  instructions  outside  the  instrument,  as  “Do 
not  present  until  arrival  of  car,”  or  some  such  memorandum,  is’not  tax- 
able. A sight  draft  accepted  and  paid  for  the  drawee  by  the  collecting 
bank,  which  holds  it  and  charges  interest  until  the  drawee  takes  it  um 
is  not  taxable. 

A draft  might  be  drawn  stating  no  time  for  payment,  which  would 
class  it  as  a sight  draft,  and  be  accepted  at  90  days,  which  would  change 
its  nature.  If  negotiated  or  delivered  before  acceptance  the  holder  would 
be  obliged  to  stamp  it  on  acceptance,  in  default  of  which  both  he  and 
the  acceptor  would  be  liable  for  the  statutory  penalty. 

For  the  purposes  of  the  tax  there  is  no  difference  in  the  treatment 
of  ordinary  bills  of  exchange,  trade  acceptances,  and  bankers’  accept- 
ances, as  defined  by  the  regulations  of  the  Federal  Reserve  Board. 

Warehouse  Receipts  for  Canned  Goods  as  Security. 

(To  a Member  Bank.)  /mie  10,  igi8. 

Your  letter,  in  reference  to  the  right  of  a member  bank  to  accept 
drafts  or  bills  of  exchange  drawn  against  the  security  of  canned  goods 
under  circumstances  set  forth  in  your  letter,  has  had  the  attention  of  the 
Federal  Reserve  Board. 

It  appears  that  a certain  concern  engaged  in  the  canned  goods  busi- 
ness proposes  to  set  aside  part  of  its  readily  marketable  goods  and  ma- 
terials not  necessary  for  immediate  purposes  and  to  place  them  in  storage 
with  a lessee  of  part  of  its  premises.  The  lessee  is  tfien  to  issue  ware- 
house receipts  to  the  owners  of  the  goods,  which  receipts  are  to  be  used 
as  security  for  drafts  drawn  against  the  member  bank  and  accepted  by 
that  bank  under  authority  of  section  13  of  the  Federal  Reserve  Act. 

You  desire  to  be  informed  whether  such  a plan  would  in  the  opinion 
of  the  Federal  Reserve  Board  meet  with  the  requirements  of  the  statute. 

In  reply,  you  are  advised  that  if  the  premises  in  question  are  actually 
turned  over  to  the  lessee  under  a bona  fide  lease,  the  lessee  being  inde- 
pendent of  the  borrower  and  having  entire  custody  and  control  of  the 
goods,  there  would  seem  to  be  no  objection  to  a member  bank  accepting 
drafts  drawn  against  the  security  of  warehouse  receipts  issued  by  such 
lessee.  It  should,  however,  be  expressly  understood  and  agreed  that  the 
borrower  shall  not  have  access  to  the  premises  except  with  the  permis- 
sion of  the  lessee  and  that  he  shall  exercise  no  control  of  any  sort  over 
the  goods  against  which  warehouse  receipts  are  issued.  The  warehouse 
receipt  must,  of  course,  be  in  form  to  properly  convey  and  secure  title 
to  the  bank. 
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Release  of  Shipping  Documents  Upon  Acceptance  of  Draft. 
(To  an  Individual)  31,  1918. 

You  ask  whether  it  is  necessary  where  ^ domestic  acceptance  is 
based  upon  a bill  of  lading  that  the  bank  retain  the  bill  of  lading  or  other 
collateral  during  the  life  of  the  acceptance,  or  may  the  bank  release  the 
bill  of  lading  after  acceptance ; also  whether  the  same  rule  will  apply  in 
case  the  acceptance  is  secured  by  a warehouse  receipt. 

You  are  advised  that  inasmuch  as  the  statute  merely  requires  the 
accepting  bank  to  be  secured  in  domestic  transactions  by  shipping  docu- 
ments or  warehouse  receipts  at  the  time  of  acceptance  the  bank  would 
no  doubt  have  the  right,  if  it  became  necessary  to  do  so,  to  release  either 
the  shipping  document  or  the  warehouse  receipt,  provided  the  draft  or 
drafts  accepted  for  one  person  did  not  exceed  10  per  cent,  of  the  capital 
and  surplus  of  the  accepting  bank.  This  is  a question,  however,  which 
should  be  determined  by  the  bank  itself. 

It  IS  no  doubt  necessary  in  some  instances  for  the  bank  to  release 
the  shipping  documents  under  some  agreement  with  its  customer  in  order 
that  the  transaction  may  be  consummated.  There  would  seem  to  be  much 
less  reason  for  releasing  the  warehouse  receipts,  and  the  banks  might 
very  properly  adopt  the  rule  not  to  release  warehouse  receipts  other  than 
m exceptional  cases.  In  any  event,  this  is  purely  a matter  of  agreement 
as  between  the  bank  and  its  customers.  The  Federal  Reserve  Bank  in 
rediscounting  such  acceptances  may  reasonably  take  into  consideration 
the  question  whether  or  not  they  are  secured  or  unsecured  at  the  time 
they  are  offered  for  rediscount. 

Rate  on  Paper  of  Acceptance  Corporation. 

(To  a Federal  Reserve  Bank.)  May  31,  igi8. 

Acceptances  of  this  corporation  ought  to  be  dealt  with  exactly  as 
would  be  the  acceptances  of  a prime  private  banker.  These  acceptance 
corporations  are  in  the  same  relation  to  the  Federal  Reserve  system  as 
the  private  bankers.  They  cannot  become  members,  but,  inasmuch  as  they 
expect  to  give  you  full  information  about  their  own  financial  standin<^ 
and  the  nature  of  their  acceptances,  and  as  they  exercise  a most  important 
function  for  the  further  development  of  our  acceptance  business  and  dis- 
count market,  their  operation  ought  to  be  encouraged  in  everj'  respect. 

I do  not  think,  therefore,  that  it  would  be  proper  to  discriminate 
against  their  acceptances  when  they  reach  you  properly  indorsed  bv  a 
bank  or  banker.  If  they  should  be  offered  to  you  without  any  indorse- 
ment, then,  indeed,  I would  discriminate  against  them — at  least  to  the 
extent  of  one-fourth  per  cent,  in  the  discount  rate,  if  not  more. 

I am  very  anxious  to  see  adopted  in  growing  measure  the  habit  of 
Federal  Reserve  Banks  to  insist  upon  the  third  signature  for  all  the 
acceptances  that  they  buy. 

It  is,  of  course,  uhderstood  that  the  acceptance  corporation  will  pub- 
lish its  reports  and  that  you  will  keep  yourself  fully  advised  as  to  its 
assets  and  obligations.  That  will  guide  your  board  of  directors  in  its 
judgment  as  to  how  large  an  amount  of  these  acceptances  it  will  be  will- 
ing to  take  from  time  to  time. 
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The  National  City  Company 

National  City  Bank  Building 
New  York 


DIRECTORS 
James  Stillman 

Chairman  of  the  Board  of 
The  National  City  Bank  of 
New  York 

Frank  A.  Vanderlip 

President  of  The  National 
City  Bank  of  New  York 

John  W,  Sterling 

of  Shearman  & Sterling 

Samuel  McRoberts 

Executive  Manager  of  The 
National  City  Bank  of  New 
York 

James  A.  Stillman 

Executive  Manager  of  The 
National  City  Bank  of  New 
York 

Eric  P.  Swenson 

of  S.  M.  Swenson  & Sons 

Charles  V.  Rich 

Executive  Manager  of  The 
National  City  Bank  of  New 
York 

Percy  A.  Rockefeller 

26  Broadway,  New  York 

Beekman  Winthrop 

Robert  Winthrop  & Co. 

Charles  E.  Mitchell 

Resident  of  The  NaUonal 
City  Company 


Investment 


The  Acceptance  Department 
®i^The  National  City  Company 
buys  and  sells  acceptances.  A 
large  line  is  always  available  for 
bank  and  individual  investment. 


Our  lists  of  United  States  Govern- 
ment, Foreign  Government,  State, 
Municipal,  Railroad,  Public  Utility 
and  Industrial  Bonds  offer  attrac- 
tive securities. 

We  shall  be  glad  to  place  the  facili- 
ties  of  The  National  City  Company 
at  the  home  or  correspondent 
offices  at  the  service  of  investors 
and  to  make  specific  investment 
recommendations  upon  request. 


Philadelphia.  Pa. 
1421  Chestnut  St. 
Pittsburgh.  Pa. 
Farmers  Bank  Bldg. 

Wilkes-Barre.  Pa. 
Miners  Bank  Bldg. 

Portland,  Ore. 
Railway  Exchange  Bldg. 

Boston,  Mass. 

10  State  St. 

Albany,  N.  Y. 
Douw  Bldg. 

* Atlanta.  Ga. 

Trust  Co.  of  Georgia  Bldg. 


CORRESPONDENT  OFFICES 

Kansas  City,  Mo. 

Republic  Bldg. 

Baltimore,  Md. 

Munsey  Bldg. 

Buffalo.  N.  Y. 

Marine  Bank  Bldg. 

Seattle,  Wash. 

Hoge  Bldg. 

Los  Angeles,  Cal. 

Hibernian  Bldg. 

Chicago,  III. 

137  So.  La  Salle  St, 

Cleveland.  Ohio 
Guardian  Bldg. 


Minneapolis,  Minn. 
McKnight  Bldg. 

St.  Lours,  Mo. 
Bank  of  Commerce  Bldg. 

San  Francisco,  Cal. 
424  California  St. 

Detroit,  Mich. 
Dime  Bank  Bldg. 

Washington.  D.  C 
741  15th  St,  N.  W. 

Denver.  Col. 

First  Natl.  Bank  Bldg. 

London,  ENa 
3 Lombard  St 


COLUMBIA  UNIVERSITY  LIBRARIES 


0044273380 
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